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This service, something entirely new in 
the field of Financial Relations, is now 
available to you on an exclusive rights 
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Write for complete information, ad lay- 
outs, copy and other Community Rela- 
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BUSINESS IN A SHOWCASE 


Good Employee Relations Pre-requisite to Good Public Relations 


T has been said that a company is the 

lengthened shadow of one man. It is cer- 
tainly true that public relations—if they 
are to be effective and not a sham and a 
mockery—are the lengthened shadow of a 
company’s employee relations. For em- 
ployees of corporations comprise over 50% 
of the adult population; with their wives 
and families they are the majority of the 
American people. 

Whether we like it or not, Business is 
operating in a national fish-bowl. Its doings 
are the concern of everyone in the commun- 
ity, for no’: community can be prosperous, 
no person really secure, unless the corpora- 
tions and their employees prosper, have a 
sense of security and mutual respect. 

In the past the emphasis was on the “pri- 
vate” part of Private Enterprise; today it 
is on the “enterprise” part. Love of privacy 
is a natural instinct, but there is also a time 
and place for everything; and the place for 
hermits is in the wilds, not in the midst of 
thousands of employees, stockholders, con- 
sumers and neighbors. Isolationism in busi- 
ness is as impossible, as foolish and unreal- 
istic as it is in national policy. It took two 
world wars to drive that fact home to those 
on the political front; it has taken depres- 
sion and strikes to drive it home on the 
business front. 


In a country of political equality, with 
universal suffrage and public education, the 
voice of the whole people is the most power- 
ful economic force. And that voice will echo 
what it believes, from what it sees, or 
thinks it sees. If it sees in the Corporation, 
the Bank, the Factory, only massive walls 
and massive dollar figures, it will be mysti- 
fied; and if it is mystified, it will be suspi- 
cious. If suspicious, people become antag- 
onistic. It is time that plate-glass windows 
replace the brick walls of Business, that 
light may get out as well as in. 


WO chief objections to “putting the 
tr cards on the table” or opening the door 
for public inspection, are voiced by the more 
hesitant members of management. First, 
that some people will emphasize any weak 
points they discover and use them for hos- 
tile criticism, or deliberately misinterpret. 
Second, that most people are not interested, 
won’t understand, or will doubt the ver- 
acity. 


In answer to the first objection to “full- 
disclosure”, we cannot afford to be so naive 
as to believe that those who want to do so 
cannot and have not already dug out and 
paraded any weak points they could—and 
manufactured others to suit their peculiar 
purposes. Data required by governmental 
authorities, even figures provided in the 
simplest corporate reports, can be grossly 
misinterpreted. As just one example, take 
the results of public opinion polls which 
show that the majority of people believe cor- 
porations made almost 30% profits during 
the war. According to the latest poll on this 
point—by the Psychological Corp. in April 
—the percentage is now popularly thought 
to be 40%. 


If silence is golden, it is surely fools’ gold 
in the face of the many and dangerous pub- 
lic delusions about the economic facts of 
business life and the distribution of cor- 
porate income. Again, reliable polls show 
that most people believe stockholders and 
the bosses get 75c of every dollar of indus- 
trial income, that only 25c goes to the em- 
ployees. Is it wise to have them take action 
on this basis, or to tell the fact that over 
85c of every corporate income dollar goes 
to the employees. 


On the second point, there is ample testi- 
mony that a great many employees, and oth- 
ers in the community, are interested in the 
business that pays their wage or salary. 
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Readership of good employee magazines, 
employee reports, institutional advertise- 
ments in home-town papers, and again pub- 
lic opinion polls show that the thinking, 
opinion leading employees want to know 
more about their company, welcome being 
taken into the confidence of the bosses. 

Furthermore, labor unions, politicians 
and radio programs have aroused a wide 
interest in the basic economics of business. 
Attendance at labor temple meetings, ob- 
servation of company training classes, and 
locker-room conversations should disabuse 
anyone of the idea that the average Ameri- 
can (and the average American is an em- 
ployee) is not able to understand the simple 
facts of a business. They have them brought 
home from school every day by their chil- 
dren, from the market-place by their wives. 

The excuse that employees aren’t inter- 
ested is unrealistic. The excuse that they 
won’t understand indicates a lower regard 
for the common sense of our citizens than 
the facts justify, or a sad commentary on 
the job that Management has done to make 
the story of American Business interesting 
and intelligible. But the fear that employees 
will be suspicious of any information given 
by management is a self-indictment and a 
dangerous form of defeatism. 

Or perhaps all these objections to frank 
discussion generate out of unfortunate con- 
ditions inherited from others, and out of a 
“perfectionist attitude” that a thing is of 
no value simply because some people won’t 
buy it. There will always be an extreme 
fringe, on both sides, but that is no reason 
to omit a much needed educational job. We 
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should not underestimate the public’s sense 
of fair play—or overestimate its informa- 
tion. 

*% * * 


EFORE the inevitable time comes when 

every corporation must pull up the 
shades and operate as though they were be- 
hind plate-glass windows, it would be well 
to take a preview, to see that employee rela- 
tions and conditions will stand the spotlight. 
Before any public relations efforts can be 
successful, and meet with the respect need- 
ed to gain confidence, genuine human man- 
agement must be evident. Good personnel 
and industrial relations managers know 
those qualifications: good working condi- 
tions, good pay, good treatment. These are 
the practical, common decencies of business 
life. 


But more than that is desirable, if a com- 
pany is to appear before the community as 
a good citizen and a good neighbor, a good 
place to work and a good place to invest sav- 
ings. A review of practices of a number of 
companies with superior records of em- 
ployee and community relations show that 
they : 


1. Find out what employees and the commun- 
ity think about the company. 

2. Take the employees into their confidence on 
matters affecting their work-day world. 

3. Have well thought out pension plans, dis- 
ability and group-life insurance, and be 
sure they are understood by the employee 
and his family. 

4. Provide good two-way channels of com- 
munication, for problems as well as for 
suggestions. (cf. “Sharing Information 
with Employees” by Alexander Herron). 

5. Give employees information about their 
associates, and their business—as by well- 
edited employee magazines, letters, meet- 
ings, manuals. . 

6. Provide forms or plant tours by which 
workers learn where their job fits into 
the company’s job of producing helpful 
and needed services or goods. 

7. Help employees—and neighbors—to work 
out needed recreational facilities, and con- 
sider provisions for vacations and com- 
pany camps. 

8. Help workers get a clear picture of the 
common interests and interdependence of 
employee, manager, owner, consumer and 
community — as by forums or special 
courses. 

9. Make sincere efforts to provide job stability 
and give opportunity for sharing in the 
company welfare and progress. 

10. Help the employee in tight spots, consider- 
ing him as an individual and as a citizen. 
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11. Make each employee feel important and 
worthwhile—a member of the team. 


12. Encourage improvements in economy, con- 
ditions and quality of product or services, 
as by Employee Suggestion systems. 


13. Take measures to assure the greatest safe- 
ty, health and pleasantness of working 
conditions. 


14. Make the buildings and grounds as attrac- 
tive as possible, avoiding eye-sores and 
nuisances such as smoke, stream pollution, 
etc. 


15. Encourage the staff to participate in con- 
structive community activities. 


16. Provide training courses for supervisory 
personnel, with emphasis on the human 
relations and avoidance of petty tyrannies. 


17. Give employees the important facts about 
their business which their neighbors ex- 
pect them to know. 


18. Have tried fairly to distribute the com- 
pany’s income dollar, between consumer, 
employee, management and owners. 


* * * 


TW HIS check-list is no more complete nor 
perfect than any other human contriv- 
ance, but if it serves as the basis for devel- 
opment of more harmonious and satisfac- 
tory internal relations of a bank, business 
or industry, it will have been worthwhile. 


It is fruitless to quibble over the meaning 
of adjectives, what are “good” working 
conditions, “good” rates of pay, etc. There 
will always be variance in views and defi- 
nitions, neither ball-games nor businesses 
can function with only one side on the field. 
The important thing is to provide well- 
lighted, two-wey avenues of communication 
so that rules of the game may be developed 
and followed on the basis of mutual discus- 
sion and informed opinion, without pressure 
and without paternalism. 


Public relations will only backfire if they 
do not have good ancestors in the business 
family. They cannot be applied like a coat 
of shellac or whitewash. Most businesses 
are probably doing a great deal better job 
for their employees, consumers and com- 
munity than the public gives them credit 
for. But between the difficulties of the de- 
pression years, and the exigencies of the 
war years, it has not been easy objectively 
to crystalize a well-rounded program of in- 
ternal relations. Now, with the eyes of the 
world upon American enterprise, we need 
the best doing to make the best showing of 
democracy in business. 
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Financial Relations with the Press 


EN steps by which the insurance industry 
can be intelligently presented before the 
public, cited by Carl Cafola, director of pub- 
licity of Mutual Life Insurance Company,* 
could apply equally to other financial institu- 
tions. Speaking from the viewpoint of a city 
editor, Mr. Cefola urges management to take 
advantage of the present opportunities for 
public education because of the world trend 
toward socialization, including that of banks, 
industry, and other important institutions. 


Many newspaper editors, he notes, feel that 
insurance men, as trustees of other peoples’ 
money, are frequently too self-righteous and 
consider that the size of the business also makes 
it unnecessary to explain anything or submit 
to publicity. “Newspapers cannot print both 
sides of the story if we fail to take them into 
our confidence.” 


As an example he cited the blank wall that 
faced reporters in getting the industry’s side 
of the Anti-Trust Division’s suit against a 
certain industry until the Justice Department’s 
side had all been covered and the news was 
stale. One reason is what Mr. Cefola refers to 
as over-emphasis on the “confidential” nature 
of relations with policyholders, another is the 
inaccessibility or non-committal attitude of 
policy officials. Further irritation is caused 
by over-technical writing of releases, or their 
use as free advertising “puffs” without news 
values. Since today the company and its press 
representative must live in a “glass house,” he 
commended the following actions by financial 
management: 

1. A sound public relations program. 

2. Development of well written releases 
in good newspaper style, released at the 
right time. 

3. Greater emphasis on the soundness of 
the idea of life insurance in releases. 

4. A more liberal interpretation of the 
confidential relationship with policyholders. 

5. Releasing more information about in- 
vestments, mortgages, claim payments, mor- 
tality statistics, etc. 

6. Never kick to the newspapers about 
an item that does not appear. 

7. Give all the news, not just what 
serves your purpose, and as non-technical 
as possible. A newspaper looks to us for in- 
terpretation. 

8. Make provision for newspapermen to 
maintain regular contact with people in 
authority who are available day and night. 

9. Provide opportunities for free discus- 
sion of general information about the bus- 
iness — even if it is off the record. 

10. Work toward a better and closer re- 
lationship with the local newspapers. 


*In address before Life Supervisors Assn., New York. 
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HIGH COST OF LIVING and 
CORPORATION PROFITS 


Editorial 


FFHE public can get more different im- 

pressions from reading or hearing fig- 
ures about current corporate profits than 
did the five blind men who, according to the 
famous story, came to entirely opposing con- 
clusions from feeling different parts of the 
elephant. 


Because people naturally resent any sus- 
pected profiteering—especially in these days 
of rising costs of living — and because 
unions and the press and others are concen- 
trating universal attention on the business 
profit dollars, it is imperative to look at all 
sides of this elephantine situation to get the 
true perspective. 


In the first place, net profits of corpora- 
tions, as reported by the Department of 
Commerce and other official sources, are the 
highest in history, in dollar amount ($12 
billion in 1946). Taken alone, this might im- 
ply that corporations are doing this at the 
expense of the consumer and employees. 
This figure should, however, be considered 
in relation to volume of sales. 


In 1946 the ratio of profit to sales (for 
1,155 leading manufacturing corporations) 
was 6.0%, compared with an average of 
6.2% for the years 1935-39 (the base years 
for the Bureau of Labor Statistics cost-of- 
living index at 100). This is a decrease of 
over 3%. It is naturally higher than the war 
years when leading manufacturers made 
only three per cent on sales. Leading mer- 
cantile corporations, however, showed an in- 
crease in ratio of profits to sales from an 
average of 4.2% in 1935-39 to 4.5% in 1946. 


The important fact is not that the dollar 
figures rose, because national income has in- 
creased in dollars from an average of $65 
billion in the years 1935-39 to $165 billion in 
1946, and industry’s dollar of income, like 
an individual’s, has lower real value. The 
1946 dollar would buy (according to the Bu- 
reau of Labor Statistics Consumers Price 
Index) only 61c of what it could in 1935-39. 

It is not surprising that business makes 
more profits in years of high production, 
but the implication that this has been done 
at the expense of the public, or wage-earn- 
ers particularly, is not true. Nor have stock- 
holders waxed fat at the expense of corpora- 
tion employees. They have had an increase 





over the depression years, but here is the 
way the 1946 “take” compares with 1935- 
39: 
1935-39 
Average 1946 Increase 

Earnings per Dol- 

lar of Sales 

(leading mfg. 

corporations) $ 
Average hourly 

earnings (wage- 

earners in mfg. 

corporations) _ .60 
Dividends to 

Stockholders 

(all corporations 

—billions of 

dollars) rere - 3.86 
Total Salaries & 

Wages (all cor- 

porations — 

billions of 

dollars) 35.5 87.4 118% 


When we analyze the cost-of-living in- 
dices, we further find differences between 
the components. With 1935-39 as 100, the 
combined index of the Department of Labor 
(retail prices) rose to 153.1 in January 
1947. But wholesale prices had not gone up 
as much as retail, standing at 141.5. Man- 
ufactured products registered an even 
smaller increase, to 136.7. 

The break-down of the cost-of-living in- 
dex shows that the largest single factor 
(food, accounting for 40%) is up 84% since 
1935-39 (to 165). This leaves less for expen- 
diture on other goods. Government policies, 
as in wheat buying and price supports of 
such staples as potatoes, eggs, milk prod- 
ucts, etc., are a large factor in this price 
picture. 


Another big increase (78.3%) came in 
clothing—which is mostly a manufacture of 
smaller companies, and also depends on our 
national cotton policy as well as the excep- 
tional demands caused by accumulated 
world shortages. House furnishings are up 
78.5% since 1935-39, again largely the prod- 
uct of smaller rather than larger companies. 
Rent, under controls, rose only 8.8%, while 
cost of utilities increased by only 17.3%. 

Big business is selling more and making 
less on its sales as well as on its capital to- 
day than before the war when the cost of 
living was lower. 
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STOCKHOLDERS DESERVE TO KNOW 
What Leading Corporations Are Doing 


OT gone but fast going are the days 

when the only communications be- 
tween a corporation and its owners, the 
shareholders large and small, were a “pro- 
forma” balance sheet and condensed profit- 
end-loss statement, a request for the proxy 
and, if fortune shone and the board of di- 
rectors decreed, periodic dividend checks. 


This was in the days when it was consid- 
ered that “mystery is the best policy”. 
Stockholders, like employees, often became 
mere numbers on a record sheet, as the 
company grew beyond the management’s 
ability to maintain personal contacts. Per- 
haps that was the breeding ground for the 
attitude of so many stockholders today, as 
disclosed by recent polls, that their only in- 
terest in the company is the size (and regu- 
larity) of the dividend check. 

But with a high plateau of both labor 
costs and taxes—both promising to be with 
us for some time—the stockholder has felt 
that he is the forgotten man. The national 
income has risen 130 per cent since 1939; 
wage and salary earners received 152 per 
cent more in 1945 than in 1939, while divi- 
dend payments increased by a nominal 7 
per cent. This, while the cost of living—for 
those dependent on their stock-invested sav- 
ings, as well as wage-earners — rose by 
ezbout 30 per cent, and is still rising. 

It may be remarked that the recent un- 
steadiness in the stock markets is not only 
a matter of concern over rising costs and 
business uncertainties, but largely a “stock- 
holders strike”. Labor strikes are dramatic 
by virtue of their numbers and actions, sen- 
sational because of their charges and de- 
mands, and arresting to the attention of 
management because of their imminence. 
Stockholders, like the great army of unor- 
ganized voters, may seem as impersonal as 
an address in the telephone book, as remote 
comparatively as the Count of Monte Cristo. 


But when the day comes that enough peo- 
ple are not willing to invest in free enter- 
prise, to buy the shares that other people 
must liquidate, to value such ownership of 
industry, that day will see the beginning of 
the end of private ownership and competi- 
tive enterprise and the way will be open to 
bankruptcy and government ownership. 

Some trustees may be passive and let “na- 
ture take its course” but the mark of an ef- 
fective, conscientious trustee today would 


seem to lie largely in the encouragement— 
and aid—of corporate management in get- 
ting the facts of business life across to their 
stockholders, their employees and their com- 
munities. As the grubstakers of corpora- 
tions, shareholders rightly depend on their 
managerial and financial trustees to ap- 
prise them—in non-technical terms—of the 
economic as well as the trade conditions 
faced by their company. 

Corporations in increasing numbers are 
using the various avenues of public rela- 
tions to supply stockholders, employees and 
others in their community of interests with 
frank and informative reports, and to dis- 
pel the many popular delusions about the 
source and disposition of their income and 
capital dollar. In this interesting, yes, vital 
effort, trustees may well take a leading part 
in their own communities. Theirs is the 
same interest: in seeing that private capital 
gets its fair reward, lest we have more and, 
more political capital. 





How To Read A Financial Report 


HERE is no excuse for anyone who has 

conquered fourth-grade arithmetic not to 
know what a balance sheet or income state- 
ment means — as these are described in the 
highly readable booklet “How to Read a 
Financial Report,” recently issued by Merrill 
Lynch, Pierce, Fenner & Beane. The score of 
technical terms needed to tell the figurative 
story of a business are illustrated in every-day 
language and marginal sketches. 


No short-cut to the degree of master security 
analyst, this 24 page booklet should, however, 
be interesting and helpful to any company 
employe or bank neophytes. He will discover 
how to make the “items” tell their story, what 
“depreciation,” ratios and other jargon mean. 
An example of the human interest intreatment 
is the story of the origin of “watered stock”: 
how cattlemen used to make cattle thirsty 
by feeding them salt just before they entered 
the yards, give them water and sell more 
“pounds” of beef. 


The word “profits” sneaks in before interest 
in income taxes, as the story moves through 
the profit-and-loss statement, though interest 
is certainly a cost of doing business and there 
are no profits, in the distributable form pop- 
ularly identified with the word, until after all 
taxes. 





FINANCE TALKS WITH THE PEOPLE 
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“We The People” Present New Picture of Enterprise 


N the first page of their 1946 report of 

Merrill Lynch, Pierce, Fenner & Beane, 
there is a picture of Charles Merrill in cap 
and gown, with the president of Stetson U., 
on the occasion of Mr. Merrill’s receipt of an 
honorary degree reciting: 

“You have taken the mystery out of fi- 
nance. ... As an investment leader you in- 
sist that business see and follow the Amer- 
ican way of life.” 

That is exactly what the report does, in 
an attractively illustrated and animated 
manner, taking the reader behind the 
scenes of a great mart of finance. Before 
the operating statements and balance sheet, 
the report presents pictures of typical ac- 
tivities of a member firm, charts and high- 
lights, humanizes the business and de- 
scribes the unique employee relations and 
philosophy. 


The opening letter, by Mr. Merrill, typi- 
fies the new financial leadership, in which 
he sets the pace for developing the science 
of human relations: 


“American business and industrial man- 
agement is not doing effective work in edu- 
cating its own personnel in the economic 
foundations that underlie the American 
way of life. Too few organizations have 
given their workers a tangible stake in the 
success of the business or made them feel 
individually important. With the present 
experience of England and France before 
us, it is tragic that business in America has 
accomplished so little in this respect. 


“Business men spent $2.5 billion on ad- 
vertising in 1946 and many additional 
thousands talking to one another through 
their associations about the enterprise sys- 
tem, but have failed to teach its advan- 
tages to a large part of their own em- 
ployees. If America is not to go the way of 
much of Europe, the mass of the people 
must realize their economic stake in our 
present system, must find in it the oppor- 
tunity and emotional outlet that people 
abroad think they see in the socialist state. 
The perils we face from ignorance and mis- 
understanding can be more serious than 
those we faced in the war.” 


A Few Highlights 


TATING belief in the interest and abil- 
ity of workers in industry to under- 


stand and appreciate the facts of business 
economics—if management will only teach 
them—the management of this largest of 
all brokerage firms proceeds to set forth 
facts of its own business and employee re- 
lationships. 


Payment of $606,287 into the Employees’ 
Profit Sharing Trust, established in 1945 
under a plan by which the firm contributes 
from 8 to 12% of net earnings, is predicat- 
ed on “recognizing that our success is a 
product of our common labor,” and “offers 
a concrete means of demonstrating our eco- 
nomic and social unity.” For the year em- 
ployees received bonuses totalling $1,351,- 
121. Add to this a Suggestion system under 
which prizes totalling $12,500 were paid to 
employees in 1946. Then take a look at the 
Training School program, where 141 young 
men and women, mostly veterans, from all 
parts of the country, have received three 
months of class instruction and three 
months on-the-job training in the headquar- 
ters office. 


While most annual reports give a figure 
for net profits and let it go at that, Merrill 
Lynch puts that figure in its proper per- 
spective. Net income for partners ($6,216,- 
649) they show as subject to direct income 
taxes on partners (estimated at $5,000,- 
000 for Federal income taxes) and before 
charitable contributions ($219,891) to end 
up as $996,757. 


Reciting, in readable form, the major fac- 
tors affecting the stock market changes of 
the year, the report charts assets, capital, 
income, receivables, balances, share of vol- 
ume on the NYSE for the past seven years. 
Highlights record that the firm handled 1,- 
312,252 security transactions at average 
commission of $14.98, spent $1,552,820 on 
research, publishing and advertising, em- 
ployed 3,020 men and women besides the 53 
general partners, increased their capital 
funds to $14,000,000. 


The Story Goes to Press 


ITH this sort of “let’s get together 

and look at this business together” 
attitude, it is natural that the story does 
not end with the figures and the report. Al- 
ready, the firm’s advertisement “We The 
People” (title they genially adopt from the 
well-known if informal tag) has created, 
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like the report, much favorable comment. 
It includes this financially democratic note: 


“.. . today the securities business must 
inevitably be a people’s business if it 
faithfully performs its function of help- 
ing a nation to invest its savings and of 
helping industry to find the funds it 
needs for growth. The day of the wing- 
collar broker, the glib customers’ man, 
the corner-cutting insider, is gone—and 
good riddance.” 


And look what the press says about this 
straight-across-the-board dealing with its 
customers and the public. Just to take two 
examples, here is an excerpt from a four 
column story by Sylvia Porter, keen finan- 
cial editor of the New York Post, following 
a heading “A Broker Gets a Conscience” 
and a subhead “Merrill Lynch Warns U.S. 
to Show How Its System Works”: 


“Yet, in all these decades, no other 
brokerage firm (she might have added 
most banks too) has bothered to: 


“1. Issue a complete, detailed report to 
the public on its year’s activities, 
income and profits. 


“2. Make that statement not only un- 
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derstandable but also decidedly 
readable and attractive. 


“3. Put into that annual declaration a 
few words about the firm’s opin- 
ions on the state of the nation, 
world affairs, proper economic and 
political policies.” 

An extensive two-column spread in the 
Hearst papers headed “Merrill Calls for 
Educating Staff in American Way,” intro- 
duces a commendatory, and factual account 
of such high points in the annual report as: 


“Too few organizations have given 
their workers a tangible stake in the suc- 
cess of the business or made them feel 
individually important .. .” 

What a fine example, what a truly Amer- 
ican sporting challenge Merrill Lynch has 
set forth for the financial people in their 
generally deserved but much neglected bid 
for leadership in their communities. If we 
could all do our own best in “educating our 
own personnel in the economic foundations 
of the American way of life’, and listen 
while they help educate us, we would need 
have little fear, as one of the newspaper col- 
umnists said, that “we would go the way of 
a disillusioned Europe.” 


Executor and Trustee 


BANKERS TRUST COMPANY 


NEW YORK 
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Standard Oi (ompany | 


Some highlights from the Annual Report 
for 1946, which has just been issued 


The conduct of business and the welfare of people in general are closely related 
here in the United States. That is why we publish the following summary of 
this company’s annual report to its 164,000 stockholders. Put as briefly as pos- 
sible, here are the year’s developments in our work which are of the broadest 


public interest. 


THE WORLD’S NEED FOR OIL in the postwar 
period is developing even more rapidly than 
was expected. Not only in the U.S. but world- 
wide, demand for oil products in 1946 was the 
largest in history, exceeding even the war 
years’ period. The pressure of demand is 
being felt in all lines of the business. 


AFFILIATES OF THE COMPANY are now operat- 
ing practically at maximum capacity —a situ- 
ation prevailing throughout the industry. 
Needed increases in output can be achieved 
only by enlarging every operation from well 
to market. In financing these activities, capi- 
tal expenditure in 1946 reached the record 
figure of $279,000,000. The budget for 1947 
provides for further increases. Construction 
of needed new facilities is one of the indus- 
try’s major tasks for the immediate future. 


NET EARNINGS accruing to the interest of 
Jersey shareholders represent a return of 
11.12% on average net worth, or 10.80% on 
total income of the Company and its affili- 
ates. Such consolidated earnings for 1946 
came to $6.50 per share of outstanding stock, 
a -total of $177,610,000. Net income for the 
parent Company was $3.83 per share, a total 
of $104,770,000. Dividends of $3.00 per share 
were paid by the Company during 1946. 


OF TOTAL MONEY TAKEN IN from all sources 
by the Company and its affiliates, 64% was 
paid out for crude oil, other materials and 





EUGENE HOLMAN 
PRESIDENT 


FRANK W. ABRAMS 
CHAIRMAN OF THE BOARD 


supplies, maintenance, direct taxes, and simi- 
lar necessary expenses. 


36% REMAINED after these expenses. Of this 
remainder, 65% was paid to 115,000 employ- 
ees, 13% went as dividends to the Company’s 
stockholders, 16% was held for use in the 
business, and 6% was the amount applicable 
to minority ownership of subsidiary com- 
panies. 


INCREASED PRODUCTION AND SALES reflected 
the world’s growing need for oil and its prod- 
ucts. World-wide production of crude oil by 
Jersey affiliates increased 9.6% over 1945. 
Working at or near capacity, refineries of 
Jersey affiliates processed 7% more oil than 
in 1945— producing 9% of total U.S. petro- 
leum products. Sales by affiliates also reflected 
rising need for oil. With relaxation of ration- 
ing, there has been increased use of oil prod- 
ucts not only in this country but also in most 
of the foreign countries served by Jersey 
affiliates. 


19 OCEAN TANKERS were purchased in 1946, 
in replacing tankers lost during the war. To 
promote greater safety at sea, three of our 
ships have now been equipped with radar 
and two more are being so equipped. 


RESEARCH WORK during the year moved 
ahead, developing better and more versatile 
processes and products. Special attention 
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WAGES AND DIVIDENDS 
$115,000 Employees Shared 
##4#4%% $391,000,000 
reeeeet 





164,000 Owners 
Shared $82,000,000 


eeettite 
eeeetits 
eeeetite 


EACH FIGURE REPRESENTS 6,975 
PERSONS, and the bars represent 
the amounts of income each group 
received from Jersey in 1946. The 
sum of $391,000,000 was paid to em- 
ployees of the Company and affili- 
ates in wages, salaries and benefits. 





NET INCOME 


PUT BACK DIVIDENDS 
INTO THE TO 
BUSINESS SHAREHOLDERS 


THIS SHOWS THE AMOUNT OF NET 
INCOME accruing to the interest of 
Jersey shareholders during 1946. 
It shows also the proportion paid to 
these shareholders in dividends and 
that left in the business to meet 
future capital expenditures, etc. 








COPIES OF THE FULL REPORT are 
available on request. Address Room 
1626, 30 Rockefeller Plaza, New 
York 20, N.Y. 


Dividends amounted to $82,000,000. 


was given to development of high octane gaso- 
lines to anticipate the requirements of com- 
ing higher compression automobile engines 
—giving greater power and increased miles 
per gallon. Semi-commercial conversion of 
both natural gas and coal into oil products 
has shown encouraging progress. 


GOOD LABOR-MANAGEMENT RELATIONS dur- 
ing the year continued the Company’s long 
record of industrial peace. There was no 
domestic strike or work stoppage during the 
year. 88% of former employees discharged 
from the armed services have returned to 
work for the Company. In addition, 11,577 
veterans were newly employed by the Com- 
pany. More than 78% of eligible domestic 
employees participated in the Group Insur- 
ance Program. Employees saved $17,615,000 
in the Thrift Plan last year, to which their 
employers added $30,329,000. 


LOOKING AHEAD, it is clear that if men, 
through science and machines, are to drive 
persistently toward better living standards 
for all people, vast quantities of oil must be 
found, brought to the surface, refined, and 





WIDENING OWNERSHIP OF NEW JERSEY is shown by 
the fact that the number of shareholder accounts has 
increased from 5,816 in 1912 to 164,000 as of December 
31, 1946. 


distributed to all parts of the world. Stand- 
ard Oil Company (New Jersey) is increasing 
substantially its activities and investments 
abroad as well as in this country. These are 
practical demonstrations of our confidence 
that American enterprise can help meet the 
needs of people everywhere and thereby serve 
the cause of lasting peace. 


STANDARD OIL COMPANY (NEW JERSEY) 


AND AFFILIATED COMPANIES 





ROM the core of better understanding 

of the mutual interests of people in the 
industry of their own home towns radiates 
the business climate of the nation. This is 
the philosophy underlying the new “grass- 
roots” program of community relations of 
the Stamford-Greenwich Manufacturers 
Council in Connecticut. 


Less than a year ago the Council reorgan- 
ized its activities to put major emphasis on 
local industry-labor-citizen relations, and 
develop an informational and “town-meet- 
ing” type forum program to promote under- 
standing of the “home economics” of busi- 
ness. A cooperative advertising program 
was initiated in January 1947, a Council of 
Industrial Relations is now in effective 
operation, monthly forums are being con- 
ducted, and industry and civic leaders are 
working out a joint effort with educators. 


The newspaper advertising campaign typ- 
ifies the informational, rather than the “in- 
fluencing” approach of the entire venture, 
designed “to overcome some of the misun- 
derstandings and misconceptions” of the 
public and employees about industry. It 
uses the technique of the Enquiring Report- 
er on timely questions. 


Facts with Frankness 


FTER only four months of publication 
of this series, a survey of wage-earners 
shows that three out of four feel these ads 
are “worthwhile”; only 16% are critical and 
nearly half recall a particular ad (one on 
the profits of local companies, reproduced 
herewith). A contemporary mail poll of 
civic leaders discloses that 83% of respond- 
ents recalled this ad, 80% believed the in- 
formation useful. Illustrative of the frank- 
ness and detail is the following quotation 
from one of the five companies’ replies in 
the ad on Profits: 


“Every $1.00 received by this company 
is spent in the following manner: Direct 
and indirect Material Cost 54%c; Direct 
and indirect Wages and Salaries 26%4c; 
All Business Expenses 934c; Taxes 434¢; 
Net Profit (before dividends) 4'%4c.” 
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TOWN-MEETING and 
LOCAL PRESS 


Stamford-Greenwich Manufacturers 
Tell the Story of Community 
Business 


One current question is made the subject 
of inquiry among all the 40 Council mem- 
bers for each advertisement, and as many 
replies—usually six to ten each time—print- 
ed as space permits. By some rotation, every 
company is assured of appearance in at 
least every fourth or fifth ad, and copies of 
replies from all companies are made avail- 
able, whether published or not, upon re- 
quest. 


Highly pertinent was the advertisement 
published in the four local papers the latter 
part of February, with industries’ answers 
to the question: “With wages up 75.8% and 
living costs up 51.8% since Jan. Ist, 1941, 
how much have you increased your prices 
on the average?” Seven replies were printed 
in this copy, with facts and figures and 
some brief economic comment. Other topics 
and questions included were: 


With labor and management generally 
agreed that increased production is our 
strongest weapon against inflation, how 
is productivity (output per man hour) in 
your plant? 

How does your present employment 
compare with your best prewar payroll, 
and what are your prospects for “full em- 
ployment”? 

Surveys show workers generally be- 
lieve that stockholders and top manage- 
ment get $1 to $3 for every $1 paid work- 
ers. What is the split in your company? 


Practical Answers to Unrest 


N effect, each respondent company writes 
Lis own ad in replying to the Council 
questionnaires. Reprints are provided for 
posting on company bulletin boards, for em- 
ployee leaflets, for mailing to civic leaders 
(including city Officials, clergy, merchants, 
educators). Cost of the series, including 
layout, is $3,500 for the year’s series, now 
on a monthly basis. 

Superficial spot checks indicate that, in 
the words of Gabriel Morrell, the Council’s 
executive secretary: “The replies made by 
the executives, in this series, are not viewed 





entirely with suspicion by labor, but are 
given some measure of credulity. Of this 
we are sure—that a straightforward, prac- 
tical answer is more effective than an edi- 
torial on free enterprise”. The emphasis on 
these advertisements, as in other phases of 
the program, are on facts of local business, 
on giving information to the questions in 
the minds of employees and other local resi- 
dents, not on “influencing” or tub-thumping. 

This community-industry campaign de- 
veloped as a consequence of the prevalent 
labor unrest and belief that differences of 
opinion on economic business facts fur- 
thered such unrest. Following consideration 
of Worker Opinion Surveys by McGraw- 
Hill on the attitude of industrial workers 
toward industry, a local survey was made 
and disclosed a similar pattern. 


Talk It Over With Neighbors 


N this basis, the Public Relations Com- 
mittee* of the Council concluded that 
further default in telling the true facts of 
profits, prices, payroll, etc., would only lead 
to a wider gap between management and 
wage-earners on matters fundamental to a 
sound economy. Instead of considering the 
matter from the legislative standpoint, it 
*Committee members are: Frederick Bowes, 
Jr., of Pitney-Bowes, Inc.; Milton Enzer 
of Yale & Towne Mfg. Co., and John Reidy 

of Schick, Ine. 
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was felt that harmony and mutual interests 
could best be done right at home, by “talk- 
ing it over with the neighbors”. 

The Outline for a Local Public Relations 
campaign, prepared by the Committee last 
fall, was prophetic in starting with the 
statement: “Round Two is practically here. 
Local plants can hardly escape the effects of 
further inflationary wage demands”. The 
report continued: 

“If we muff the public relations prob- 
lem involved in this dilemma (prevent- 
ing price rises while wage costs went up 
more than productivity), we risk a fast 
return trip to the public’s doghouse. We 
of Industry must not only do the right 
thing, we must also tell our people what 
that right thing is... and why we are 
doing it.” 

The Committee agreed that the problem 
arose from two basic misconceptions: those 
about profits and those about the distribu- 
tion of the company income dollar. Further, 
they were convinced—and these communi- 
ties are so integrated as to make it possible 
to know general sentiment—that the work- 
ers (and merchants and others) wanted the 
facts about their own local companies. 


Recognizing that the war had brought 
hardships, tensions and worries, disloca- 
tions, and also new techniques, new rela- 
tionships and new goals, the Committee con- 
sidered it could best serve community and 
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The STAMFORD-GREENWICH 


INQUIRING REPORTER 


One of a series of news surveys on the aims and achievements, 
the problems and policies of industry here in our own community. 


FOREWORD: Replies of representative local manufacturers are pub- 
lished below each question, on an informal rotating basis. Copies of 
all company replies to each question, including those not published 
below, are available on request. Simply write, phone or drop in at 


the Council Office. 


Atlas Powder Company 
(industrio! Finishes ond Coated Fabrics) 
What is a fair prof- 
it? How much 
ought a manufac- 
turer make on a 
dollar sale? Many 
people think that 
10% would be 
right. What are the 
facts? Therehas * 
not been a single year during 
ing profits in the United States, 
based on sales, have been as high 
as 64 percent—less than 6; 
cents on every dollar sale. The 
nenkt in monet venre ie only WA 


Pitney-Bowes, Inc. 
(Postage Meters, Mailing Machines) 
Our profit (after 
taxes) on all in- 


and Indirect Wages and Salaries 
262; All Business Expenses 
9M%c; Taxes 4%4c; Net Profit (Be- 
fore Dividends) 4c; Total 
$1.00. Any conception that our 
manufacturing establishment clears 

20% to 30% is a highly er- 
roneous idea, inasmuch as we con- 
sider that we operate a successful 
buiness enterprise on a very much 


our use of their 
Sam he bevctnne- 


STAMFORD-GREENWICH 


MAnuFACTURERS’ Counci. 


417 Mein Street, Dept. D, Stamford, Conn., Tel. 3-7272 
WORKING FOR: Full production... Full Employment... A Better Community 
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nation by assuring availability of helpful 
information in those areas where the widest 
misunderstandings existed. 


Citizens Council and Forums 


ECAUSE the program is properly con- 

sidered as a continuing one, with the 
advertising as one phase of a well-rounded 
project, the Council has simultaneously been 
looking for other opportunities and needs 
for promoting industrial harmony. The col- 
lection of information for the ads, based on 
study of current questions or prevalent mis- 
conceptions, also provides helpful material 
for discussion at meetings of the Council 
of Industrial Relations and at the monthly 
public Forums. 


This Council grew out of an informal dis- 
cussion of industrial, labor and civic lead- 
ers at a Red Cross meeting, and comprises 
six manufacturing and six labor officials 
and five public members—including three 
clergymen, an educator and the director of 
the Negro center. Its operations so far do 
not include mediation of labor disputes but 
provide an important meeting ground and 
initiative group. 


Public forums for discussion of industrial 
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and civic economics have been held monthly 
since October 1946, in the auditorium of the 
Connecticut Power Company plant, with at- 
tendance running to the 300 capacity. Con- 
sideration is now being given to a coopera- 
tive program between educators and indus- 
try which would include plant tours and 
classroom work with industrial films and 
data again designed to familiarize the com- 
munity with the relationships of industry 
to their personal and community living. 


To Spread Economic Enlightenment 


THE INVESTOR’S LEAGUE has urged leading bus- 
iness associations to recommend, to their 
members, that they add the following informa- 
tion to their advertising whenever possible: 
This company is owned by 
stockholders. 
Dp oer 
It has invested Bibs 
in plant and machinery. 
It sells its products to i a DT Sarah A th 
Americans, whose desires determine its 
policies, the development of its products. 
ia 


_ workers. 
_ dollars, 


of its net earnings in taxes. 
ff 
It paid $ 


in wages. 
-. in dividends. 











ONE OF AMERICA’S 


OLDEST & LARGEST COIN DEALERS 


SPECIALISTS IN 








U. S. — FOREIGN — ORIENTAL — ANCIENT 


COINS — MEDALS -— PAPER MONEY 


Publishers 
Standard Coin Collectors Reference Books. 
“Handy Bankers Guide” 


PERSONAL REPRESENTATIVE FOR OUTSTANDING 
COLLECTORS THROUGHOUT THE WORLD 


COLLECTIONS 
CATALOGUED — APPRAISED 
for ESTATES & MUSEUMS 


~ CORRESPONDENCE INVITED ~ 


12 West 46th Street ~ 


Fellows of the Royal Numismatic Society, members of the leading Numismatic Societies throughout the world. 


STACKS ~ 


New York 19, N. Y. 
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— CAPITAL ECONOMY NOTES — 


Current Outlook 

HE national economy is, on the average, 

continuing to rise. Important segments 
are, however, beginning to show signs of level- 
ing off so that a drop is indicated in the rate 
at which the economy has been expanding ac- 
cording to the latest Survey of Current Busi- 
ness. Production in general is mounting so that 
output of finished products is achieving “better 
balance” as a consequence of better supplies of 
raw materials and more efficient assembly 
lines. 

Manufacturers’ books still show a sizable 
backlog of orders, but the “reconversion rush” 
has subsided and buying procedures have be- 
come more orderly. Since the middle of last 
year, the dollar value of deliveries has risen 
more rapidly than the placing of new orders. 

Retail sales during January and February 
continued at high levels in dollar value, being 
at a higher rate than the 1946 average, but 
there appeared to be little unanimity of vol- 
ume among the various types of retail stores 
in recent months. Expenditures for building 
material and hardware, food, home furnish- 
ings and motor vehicles were up; jewelry, 
women’s apparel and luxury items were down. 
Adjustments for this year’s relatively higher 
dollar prices indicate a lower volume of sales. 


NCOME payments to individuals in Febru- 

ary held close to the record high annual 
rate of $177 billion attained in January. This 
rate is seven per cent above the figure reported 
by the Department of Commerce last year 
from all sources — including wages and sal- 
aries, dividends and interest, net rents and roy- 
alties, and relief. 

Only farm income declined materially (with 
a drop of five per cent) because of lower-than- 
seasonal farm marketings, and despite higher 
prices for farm products. This decline was off- 
set by scattered gains in wages and salaries 
for workers in the production, distribution and 
service industries. Factory payrolls were al- 
most 15 per cent above the average for last 
year. 

In the midst of the personal receipts boom, 
income in the form of relief and other public 
assistance increased $1 million in February to 
a total of $118 million. 


VERAGE weekly earnings of manufactur- 

ing workers for March were the same as 
the peak reached in the war month of January 
1945 and for a work week five hours shorter; 
average hourly earnings were $1.179, up 13.6¢ 
since January 1945. The Bureau of Labor Sta- 
tistics ‘price index shows however, that the 
wage dollar buys almost 21 per cent less than 
in January 1945. The Bureau said prices for 
living essentials—food, shelter and clothing, 
had risen almost 21 per cent in 26 months. 


Wage increases early this year were wide- 
spread. The BLS reports that of 20 major 
manufacturing groups, eight reported weekly 
earnings of more than $50 and only two aver- 
aged less than $40. These two—the apparel and 
tobacco industries—employ less than ten per 
cent of all manufacturing production workers. 
In April, further wage increases were made 
in manufacturing lines, including the rubber, 
steel and automotive industries. 

Between the rising wage pattern and uncer- 
tain price structure, the road for the months 
ahead promises some rough going for marginal 
producers and the less efficient manufacturing 
units. 


The Next Decade 


N the decade 1950 to 1960 this country is 

fully equipped to outdo even her wartime 
production record, according to the Twentieth 
Century Fund’s comprehensive new survey of 
America’s Needs and Resources. The survey 
measures past accomplishments and estimates 
future output and needs in virtually every part 
of our economic system. It indicates that if we 
can continue our past rate of growth into the 
next decade we can provide our people with 
still more goods and services than at the war- 
time peak, with less hours of work. 


America’s past achievements are measured 
by figures which show that the net output of 
our economy was 27 times larger in 1944 than 
in 1850, turned out by a labor force only nine 
times greater and working only 43 hours a 
week instead of 70. National income produced 
in 1944 was $161 billion as against $6 billion 
for 1850 in terms of 1944 prices (or 15 per 
cent lower than today’s prices), and raised the 
average income from around $270 per person 
in 1850 to about $1,170 in 1944. The study esti- 
mates that national income can reach $177 bil- 
lion in 1950 and $202 billion in 1960, if our 
economy is operated at levels as high as at- 
tained in the last half of the 1920’s. 


The survey indicates that our estimated la- 
bor force of 60 million in 1950 and 63.4 million 
in 1960, added to our productive resources, 
makes it fully possible for this country not 
only to produce enough to meet its total esti- 
mated needs, but also to provide a substantial 
margin for expansion and continued rise in 
output for our entire economic system. 


The American economic system is far from 
being “mature” or “dead,” the study finds. It 
is a dynamic, growing thing and holds possi- 
bilities for capital expenditures, for starting 
new businesses, for producing such capital 
goods as new factories, stores, school buildings, 
hospitals, highways, railroads and transporta- 
tion systems, etc., probably beyond our capaci- 
ty, so that a vast area for still greater expan- 
sion lies in the future. 











Matching Pay with Productivity 


Greater emphasis on incentives for individual 
productivity is needed if we are to keep down 
or reduce consumer-level prices, John W. Nick- 
erson of Bigelow, Kent, Willard Co. said in 
his address at the April meeting of the Amer- 
ican Society for the Advancement of Manage- 
ment. Remarking that since World War II, 
hourly earnings have so outdistanced produc- 
tivity as to estimate increase in over-all 
labor costs as 30 to 40 per cent, he urged 
pension or profit-sharing, savings plans, paid 
vacations, etc., in addition to outright mone- 
tary incentive plans. As indicative of the 
potentialities in reducing prices through wage 
incentives and resultant productivity, he cited 
the drop of 28 per cent in wholesale prices of 
manufactured goods in the period between the 
two world wars. 


Labor Cost down 33%, Earning up 
133% 


Labor costs accounted for two-thirds of all 
production costs at the glass plants of Gillinder 
Bros. in Port Jervis, N. Y., until a wage 
incentive system of foremen and workers was 
introduced in 1937, following study by a firm 
of management engineers. The average work- 
er’s rate was 42c an hour. In the ten years 
since, labor costs have dropped one-third, but 
the workers average 75c an hour under a 
guaranteed wage plan worked out with union, 
plus 25c from the wage bonus. 


Pensioners’ Club 


Retired employees of the Falk Corp. (ferrous 
product manufacturers) have their own club 
rooms in the plant, with regular old-timers 
“meeting day” on Tuesdays. Following lunch 
card and chess are the most popular attrac- 
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tions of the several recreational facilities pro- 
vided in modern and attractive surroundings. 


Employee Queries Useful — Say 
Employees 


Among the six questions on which employees 
of Ford Motor Company were recently polled, 
the one that drew the highest agreement 
(62%) was that such polls “are extremely 
useful.” Only 3 % of those responding checked 
“they are a waste of time.” Replies were re- 
ceived from 20% of the 124,700 polled, so 
room for speculation exists as to the attitude 
of the other 80%, though “procrastination” 
might be the major influence here. 


The other five questions pertained to per- 
sonnel and production matters, two of which 
have pertinence to financial as well as indus- 
trial concerns. Only one of four felt that per- 
sonnel policies had been satisfactorily ex- 
plained; over half checked the statement “I 
believe there should be some systematic way 
by which we could make our views known to 
management directly.” In a letter to employees, 
Mr. Ford advised that the company is soon 
to install experimental suggestion systems at 
two plants, and is preparing a handbook. 





NET CAPITAL FORMATION in the United States 
based on 1929 prices rose from an average 
of $1,284 million a year in 1869-78 to $7,016 
million in 1919-28, then dropped sharply dur- 
ing the nineten thirties to $1,044 million a 
year. This is one of the findings presented by 
Dr. Simon Kuznets, professor of economics and 
statistics at the University of Pennsylvania, 
in the report recently announced by the Na- 
tional Bureau of Economic Research, entitled 
National Product Since 1869. 
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that helps protect 
your child 


Unrrep States STEEL has given very special 
attention to the development of better steels 
and products of steel for use in schools. For we 
know that steel has been one of the most 
important factors in maintaining the high 
American standard of safety for our school 
children. 

Today the U-S-S trade-mark appears on 
improved steels for modern fire-resistant 
building structures . . . stairways . . . school 


furniture . . . playground fencing and equip- 
ment... grandstands... school buses. . . and 
many other uses where safety plays a vital 
role. 

The development of better steel and prod- 
ucts of steel for schools is just one of the many 
ways in which United States Steel is con- 
stantly at work in the factory and in the re- 
search laboratories, serving the best interests 
of the American consumer. 


UNITED STATES STEEL CORPORATION SUBSIDIARIES 


LISTEN TO... . The Theatre Guild on the Air, presented every Sunday evening by United States Steel. 
American Broadcasting Company, coast-to-coast network. Consult your newspaper for time and station. 
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HERE’S A 
MAN 


WHO KNOWS 
HOW TO 
COOPERATE 
WITH 


TRUST OFFICERS 


W. all like to work with people who know how 


tocooperate . . . with people who understand our point of view 
and our problems. And cooperation is practical only where there is 


basic knowledge of the problems to be faced. 


That is why Trust Officers find the cooperation of the Connecticut 
General Life Underwriter valuable. He not only has the knowledge 
for cooperation, but he knows how to cooperate. His whole training 
and experience in estate analysis and planning, in formulating busi- 
ness insurance plans and employee retirement plans, make him a 
valuable co-worker for any Trust Officer. His broad contacts can 


also make him an excellent source of new Trust Business. 


So, if the card reads Connecticut General, you can be sure that your 
>) ) 

visitor is a Life Underwriter capable of rendering real assistance in 

your work. He is backed by the broad facilities of the Connecticut 


General and the technical consultation service of its Advisory Bureau. 


CONNECTICUT GENERAL 
LIFE INSURANCE COMPANY 


HARTFORD, CONNECTICUT 









































HOW LONG SHOULD A WILL BE? 


A Dialogue on Practical Drafting Hints 


LOUIS W. FISCHER 





Vice President, American National Bank and Trust Company of Chicago 


Act I 


Becker: Let us take this form of will and 
discuss some of the important points that 
ought to be observed in the preparation of 
wills. The lawyer drafting a will is not as 
close to the everyday problems of adminis- 
tration which sometimes can be avoided by 
the inclusion of appropriate provisions. 
Suppose you begin this discussion by mak- 
ing a few pertinent observations based upon 
your experience in the administrative field. 

Fischer: Let us start with a rather minor 
point. Custom and usage still seem to influ- 
ence many lawyers in the preparation of 
wills and trust instruments. For example, 
nine out of ten lawyers still use the words 
“last will and testament.” The words “and 
testament” are no longer necessary in de- 
scribing a will, because the distinction be- 
tween a will and a testament no longer ex- 
ists. Under the early English Law, the term 
“will” was used in reference to the disposi- 
tion of real estate, whereas the term “testa- 
ment” related to the disposition of personal 
property and when both real and personal 
property were being disposed of under one 
instrument, it was called a “last will and 
testament.” Since both real and personal 
property can be disposed of by will, the 
words “and testament” are superfluous. 

B. Where the testator is known by several 
names, it may be helpful to so indicate, for 
example: “John B. Corn, sometimes also 


This material is based on a presentation before The 
Chicago Life Insurance and Trust Council. 


and 


BENJAMIN M. BECKER 
Member of the Illinois Bar 
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known as John Barley Corn.” It is equally 
important that the testator’s domicile be 
correctly stated in the will. While, as a gen- 
eral rule, an estate is taxed by the State of 
domicile, the United States Supreme Court 
has held two states may impose death tax- 
es upon intangibles held in trust in one state 
and passing under the will of a person domi- 
ciled in another. It is also true that shares 
of corporate stock may be taxed both at the 
domicile of the owner and in the state where 
the company is incorporated. 

F. The question of domicile is also im- 
portant in determining jurisdiction in the 
settling of an estate. If, for example, a will 
recites that the testator is domiciled in one 
State and it develops that he was domiciled 
in another, it is conceivable that the execu- 
tor named under the will might never qual- 
ify. Where securities owned by the testator 
domiciled in one State are found in’ posses- 
sion of a bank in another jurisdiction, you 
have a similar problem. 

B. Where such question is likely to arise, 
it can sometimes be anticipated by preserv- 
ing tangible evidence regarding one’s domi- 
cile. 

Now let us go on with this will: (Reading 
further) 


“being of sound mind and memory.” 

F. Here again lawyers, in drawing wills, 
follow an old tradition when they use the 
words “being of sound mind and memory.” 

B. That language merely follows the Stat- 
ute which provides that a person must be of 
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sound and disposing mind and memory to be 
able to make a valid will. 

F. My point is that the testator’s mental 
condition at the time of executing his will is 
a question of fact to be proven by competent 
evidence. An unsupported recital as to my 
mental condition is merely a conclusion 
which cannot be accepted by the court unless 
properly proven. Along that line I might 
mention something else, that is, the lan- 
guage directing the executor to pay all just 
debts and funeral expenses. 

B. I see nothing wrong with that lan- 
guage. You certainly cannot properly pro- 
bate an estate without paying the funeral 
expenses and debts. 

F. Such a direction adds nothing to the 
will, since the law governing the adminis- 
tration of estates specifically requires pay- 
ment of all debts and even goes so far as to 
indicate which shall have priority over oth- 
ers if the estate is inadequate to take care 
of all of them. 

B. There probably would be no harm if 
such a directive were omitted. (Reading 
further). 


“. .. do hereby make, publish and declare 


this to be my last will, hereby revoking 
any and all wills by me heretofore made.” 


F. It is very important that all previously 
existing wills and codicils be destroyed upon 
the execution of each new will. Some law- 
yers prepare wills in two or three counter- 
parts and have the testator execute several 
at a time. Suppose your client has executed 
three copies of his will. He later revokes 


As our trust business grows it is 
our pleasure to work with an in- 
creasing number of attorneys in 
Estate and Trust Administration, 
for we always refer men and 
women to their own attorneys for 
all legal work in preparing wills 
and trust agreements and expect 
their attorneys to serve as counsel 
in the settlement of Estates. 


The Plainfield Trust Company 
Plainfield, New Jersey 


Member Federal Reserve System 
Member Federal Deposit Insurance Corporation 
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that will by executing a later one. How are 
you going to be sure that all copies of the 
former will have been destroyed? The ques- 
tion could become important if the later 
will fell into the wrong hands and was de- 
stroyed upon the death of the testator, and 
one of the outstanding executed copies of 
the former will was offered for probate. 

B. Obviously, such practice should be 
avoided. 


Tax Apportionment 


F. Let me read the next clause, and you 
discuss it: 


“I direct that all so-called inheritance, 
estate, succession and other taxes which 
may be assessed against my estate or 
against the interest of any legatee, devisee 
or beneficiary hereunder, shall be a charge 
upon and payable out of the residue of my 
estate.” 


B. The matter of provision for payment 
of succession taxes is important. I daresay 
wills are silent on such points as: 


1. Should succession taxes come out of the 
residue of the estate or should each bene- 
ficiary bear his proportionate share? 

. Should taxes on property passing outside 
of the will — such as life insurance payable 
directly to beneficiaries — be paid out of 
the general estate or by the beneficiaries? 

. Should the executor be given the power to 
allocate such taxes? 


F. Unless these points are clearly covered 
in the will, there may be difficulty in the ad- 
ministration of the estate. An estate plan 
can be badly upset by a failure to indicate 
whether the succession taxes on a substan- 
tial amount of life insurance shall be paid 
out of the general estate or by the benefi- 
ciaries of the insurance. 


Interest on Legacies 


B. Going further along in this document, 
I should like to make this comment as to be- 
quests of household goods, personal effects, 
jewelry and similar items. First of all, the 
property should be accurately described so 
as to make identification positive. Further, 
the will should name contingent legatees, 
thus preventing such property from going 
into the residuary estate, making an equit- 
able division difficult or necessitating pub- 
lic sale. 

F. While we’re on the subject of legacies, 
there ought to be a provision against the 
payment of interest on any legacies, where 
payment is unavoidably delayed beyond the 
statutory period of probate. 
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B. The general rule is that legacies are 
entitled to interest after the statutory pe- 
riod of probate has expired. What are some 
of the reasons why an estate should not be 
closed within that time? 

F. In the case of estates involving no fed- 
eral estate tax, perhaps most of them could 
be closed within that period, but in the case 
of estates requiring the filing of a federal 
estate tax return, there is apt to be some de- 
lay in getting the final tax figures. Also, a 
will contest might keep an estate open for 
several years. If the estate were called upon 
to pay interest on legacies during that pe- 
riod, it would reduce the share out of which 
the widow is to be supported. 

B. Some mention should be made of the 
tax savings opportunities afforded by the 
making of charitable bequests. A person of 
means can provide for his wife, children or 
other dependents, and can also create char- 
itable, scientific and like endowments, with 
certain tax benefits. This can be accom- 
plished by means of estates for life or for 
years for the benefit of dependents, with 
remainder over to the exempt beneficiary. 
That portion of the estate going to the ex- 
empt recipient is deducted from the dece- 
dent’s net taxable estate. The important 
thing to watch in creating this type of trust 
is that the remainder interest intended for 
charity be certain or ascertainable. 


Let us discuss those provisions governing 
the transfer of the estate, either directly or 
in trust. 


Outright or in Trust 


F. Where an estate is small it may be 
preferable to have it go directly to the bene- 
ficiaries rather than in trust, unless a trust 
would seem clearly necessary to afford need- 
ed protection. 

B. How large should an estate be before 
you would consider that it warranted the 
use of a trust? 

F. Size would not be the dominating fac- 
tor. The primary consideration should be 
the interests of the family. For example, 
even though the estate may be modest, if 
the widow or the children would be better 
protected by the use of a trust, this should 
be recommended in preference to having the 
estate go into inexperienced hands with all 
the hazards and uncertainties which that 
may imply. 

B. There seems to be a general impression 
that trust companies don’t like small estates. 


F. Some people still labor under the mis- 
apprehension that small estates are not wel- 
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The fees we will ree 
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come in a trust company. Many trust officers 
feel there is a great social need for this type 
of service and that if it is more generally 
used we can be quite helpful in conserving 
estates and assisting lawyers in their pro- 
bate work. 


B. But, can trust companies efford to 
handle trusts of this size? 


F. Small executorships are a desirable 
source of business. Where the appointment 
includes a testamentary trust, I do not see 
how you can consistently accept one without 
the other. A fund of less than $25,000 would 
necessarily have to be a wasting trust; 
since you could not hope to support the aver- 
age person on the income from such a small 
fund, there would necessarily be a steady 
depletion of principal, so that from an in- 
vestment viewpoint you would have to keep 
the fund largely in stable securities which 
cauld be readily converted into cash. 


B. I suppose you mean that a fund of that 
size would be invested largely in govern- 
ments. 


F. Either that or in a common trust fund, 
if the bank has one. 


B. Don’t you think it might be well to sup- 
plement such a trust with life insurance? 


F. Yes. I know of instances where life in- 
surance pleyed a vital role in supporting and 
educating children. Where an estate is defi- 
cient in liquidity, life insurance could easily 
be the determining factor between a solvent 
and an insolvent estate. In such a case, the 
attorney, the trust officer or the estate plan- 
ner would be rendering a real service by 
recommending the purchase of life insur- 
ance. 


The Second Tax and Powers 


B. Getting back to the discussion of out- 
right bequests as against transfers in trust, 
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there are some important tax considera- 
tions. Assume that a man of substantial 
means executes a will leaving everything to 
his wife and she should die five years later. 
The same property would be subjected to an- 
other tax, first, when it passes from the 
testator to his wife and, again, when it goes 
from her to their son. Should the son sur- 
vive his mother by little over five years, the 
same property would again be subjected to 
federal estate taxes—a triple tax on the 
same property. 


F. That is the kind of tax extravagance 
that a proper estate plan would have avoid- 
ed. 


B. There is another tax pitfall which 
ought to be kept in mind when drafting a 
will. It arises in connection with powers of 
appointment. Under a general power, a tes- 
tator may designate anybody to receive the 
income or principal. Such complete dominion 
over the disposition of property is, for tax 
purposes, considered the equivalent of own- 
ership, and hence the property becomes tax- 
able as if it were part of the donee’s estate. 


F. In other words, the special power is 
less vulnerable from a tax viewpoint. 


B. Yes. However, the statute does not 
specifically enumerate the special classes. It 
excepts those who do not fall within the 
term of “power of appointment” used under 
the Code (Sec. 811(f) (1). An analysis of 
the technical language narrows it down to 
the following persons: (1) spouse of dece- 
dent; (2) spouse of creator of power; (3) 
descendants of decedent; (4) descendants 
of decedent’s spouse; (5) descendants of the 
creator’s spouse; (6) spouse of such de- 
scendants; and (7) tax exempt recipients. 


(Act II will be published in the next issue.) 
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ESTATE ANALYSIS 


and PLANNING 


HEMAN T. POWERS 


Powers System of Estate Analysis, Cleveland 


SIGNIFICANT trend in the field of 

Estate Analysis is the increase in the 
number of groups which meet regularly for 
study, discussion and improvement in tech- 
nique. 

It was my good fortune to attend a recent 
meeting of the Cleveland Association of Es- 
tate Analysts, an organization which came 
into being in 1945. It has eighteen members, 
each one of whom, in order to qualify, took 
an examination which required two days of 
approximately eight hours each to write. 
The membership roll includes fourteen life 
underwriters and four trustmen. 


Meetings are held once a month, and it is 
the custom to invite two or more attorneys 
or accountants as “participating guests.” 
The programs alternate between discussions 
of the technical aspects of Estate Analysis, 
and Clinic problems. Membership, in addi- 
tion to the qualifying examination, is condi- 
tioned upon: 


1. Continuity of Attendance. Two suc- 
cessive absences without an excuse ac- 
ceptable to the Executive Committee, 
automatically terminates membership. 


. Preparation for Meeting. A persistent 
failure on the part of a member to pro- 
cess the Clinic cases, with a resulting 
inability to participate in the discus- 
sion of such case, is sufficient grounds 
for dismissal. 


. Activity in Estate Analysis. To retain 
his membership, a member must ac- 
tually employ estate analysis in his 
profession or semi-profession. 


Issued 


8/19/15 
8/19/15 
5/14/29 
4/28/30 
1/13/43 
1/1/43 


Premiums Number 
Paid up 20,549 
e “« 20,625 

$ 273.00 1,027,434 
$ 382.50 128,378 
$1619.40 1,396,220 
Group 


The Case as Presented to the Clinic 


Mr. W. is 55 years of age. His spouse is 
52. They have a married son, 25, and a 
daughter, 22. His estate is as follows: 


Assets 
I oo eg os ee 
Gert “E” Bent —_.._. OMNOVR MNT; 
578 sh Stock Close Corp. A _....._.. 450,000 
a 4 “4 119,200 
100 ” ” ” ” 30,000 
Listed Stocks __ 10,500 
Library 30,000 
Home AS ees 85,000 
Life Insurance 52,000 


Total $846,650 


Liabilities 


Current Bills 

Accrued Taxes: 
Realty _... $ 
Personal Property 
% Estimated Income tax 


$ 500 


600 
800 
12,000* 


13,400 


*(In excess of withholding tax) 


Total $13,900 
Estimated income for 1947 is $95,000. 
The cost of maintaining the residence 

approximates $2,400 in addition to taxes. 

The will is a simple one leaving his en- 
tire estate to his wife. 

The details of his life insurance are 
shown below; his general property is as fol- 
lows: 

Close Corp. A: 1,000 shares outstanding. 
Mr. W. owns 578 shares. Bureau of Internal 
Revenue placed a value of $450 per share on 





Life Insurance Breakdown 


Face 
$ 2,500 


Settlement 
L.S. 


Type Benf. 


20. PL. wife 
20 P.L. 6 
O.L. 
O.L. 
10 P.L. 
Term 





stock for tax purpose in 1944 when another 
stockholder and officer died. The book value 
of 12/31/46 was $458.10 per share. The 
business is a large stationery supply and 
printing house. Ten year average earnings 
—$78,570 per year, and the return has been 
moderately steady. Mr. W. feels that value 
for tax purposes would be between $500 and 
$550 per share. 


Close Corp. B: 50,000 shares outstanding. 
Mr. W. owns 2,980 shares. The book value is 
$40 per share. The stock in this corporation 
is owned principally by Mr. W.’s brother. 
The business is a large wholesale paper sup- 
ply house. Ten year average earnings — 
$180,000 per year, and the return has been 
steady. 

Close Corp. C: 500 shares outstanding. 
Mr. W. owns 100 shares, par value $100. 
The book value is $225 per share. Ten year 
average earnings—$25,000 per year. The 
earnings were high the last five years, but 
about % of the last five year’s earnings in 
the first five years. However, the corpora- 
tion has shown a profit in all years. 

Mr. W.’s father died in 1946 with a net 
estate of $750,000, leaving half outright to 
W.’s mother. The other half was left in a 
testamentary trust, the income to be paid to 
Mr. W.’s mother, age 76, during her life and 
at her death, distribution to Mr. W. and his 
brother, share and share alike, or respect- 
ively to their heirs in case of the death of 
Mr. W. or his brother. Mr. W.’s mother has 
no will. Mr. W. would like to have his share 
of his mother’s estate by-pass him to his 
heirs. 

Mr. W. is president of Close Corp. A and 
receives a salary of $25,000 annually. His 
dividend income in 1946 was $32,330. His 
income taxes were $10,330.17 in addition to 
amount withheld on his salary. He is a 
heavy contributor to charities, giving about 
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15% of his income each year. His dividends 
will probably be much higher this year and 
in the future, possibly about $70,000 per 
year, because all three Close Corporations 
in which he is interested have large sur- 
pluses and the Bureau of Internal Revenue 
has directed them to distribute 100% of 
earnings as dividends. Each corporation 
carries large cash balances as well as large 
holdings in government bonds. None of the 
corporations carries any insurance on the 
personnel nor are there any purchase agree- 
ments. 


This is a one-man business in that Mr. 
W.’s logical successor died in 1942. Mr. W. 
wants his son to succeed him but he lacks 
experience. Mr. W. desires that the family 
retain the stock. 


Mr. W. estimates that his-wife will re- 
quire an income of $12,000 per year in ad- 
dition to her personal estate. He has given 
his son and daughter $3,000 each for the 
last 3 years. Each of the children, also, had 
been given $35,000 by their paternal grand- 
father, who died in 1946. Both children are 
sensible. The daughter is unmarried, the 
son is married but has no children. 

Mr. W. also has a valuable collection of 
first edition books worth at a minimum— 
$30,000. 


Mrs. W. has a separate estate which is as 
follows: 
$ 10,000 
25,000 
__......-- 100,000 
26,400 


Government G Bond 
Listed Stocks __...... 
Unlisted Stocks _..... 


Total $161,400 


Her income in 1946 was about $6,000. 
She has a will leaving % of her estate out- 
right to her children or their heirs, share 
and share elike, per stirpes. The other half 
is left to a testamentary trust, the husband 


Convert your diamonds 
into cash at Gimbels 


Sell them to us for spot cash or leave them with us to sell for a small brokerage 
fee at the high prevailing prices. We specialize in estates - - - No estate is too 
large or too small. If you can’t come in, ship your jewelry Railway Express or 
registered mail insured for appraisal — 5th Floor. 


*Reg. U. S. Pat. Of. 


Jemel Gallerives* at Gimbels 


Gimbels, 38rd & B’way, New York 1, N. Y., PEnn 6-0808 
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to have the life income and at his death the 
corpus goes to the children, share and share 
alike, or to their heirs per stirpes in case of 
their death, and in case of none surviving 
to pass according to the intestate laws. 


SCHEDULE I 


Inventory 


Probate estate: 


SCHEDULE II 


Classification for Retention 
or Conversion 
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Analysis 


> 


HE various analyses of the participants 
after adjustments for slight variations 
were as follows: 


SCH. IV 


Value 
for tax 


SCH. Ill 


Converted 
Value 


For For 


Cash Conversion Retention 


Cash $60,000 $60,000 


Govt. E Bonds 9,950 
578 sh. stock Close Corp. A 450,000 
2980 ” " 5 * .B 14239,200 
100 ” “i ™ ”  C 30,000 
Listed Stocks 10,500 
Library 30,000 


Total Probate Estate $709,650 
Passing by Devise or Contract: 
Home $ 85,000 
Life Insurance 52,000 


$846,650 


SCHEDULE V 
Computation of Tax 


General Property —.__-__. 
Ree inearance 


Gross Estate _ 


Deductions: 
Administration Costs 


Debts & Claims 
Current Bills 


Bee 2eaxes. 
Personal Property 
Income Tax (%) 

Funeral & last exp. 


Widow’s allowance 


General exemption 
$130,400 


$639,550 
$145,700 
48,842 


Net Taxable Estate — 
Zen oe Geeaeee 
Tax @ 35% on $139,550 


oe 2ae I EA 


1Since book value was accepted in valuing stock in es- 
tate of a recently deceased officer and stockholder, book 
value as adjusted to 1947 has been used for this analysis. 


*To avoid the variations in the cash requirements occa- 
sioned by difference in State inheritance tax laws and 
rates, the gross U. S. estate tax is used to represent both 
U. S. Estate and State Taxes. 


$60,000 $199,650 $450,000 


$717,950 | 
52,000 


$769,950 | 


| Total Requirements® 


| CASH: 





$ 60,000 
9,950 
450,000! 
59,600 
15,000 
8,400 
30,000 


$ 9,950 $ 9,950 
$450,000 
119,200 

30,000 

10,500 


30,000 


59,600 
15,000 

8,400 
30,000 


$122,950 $632,950 


85,000 


Total General Property $717,950 


SCHEDULE VI 
Liquidation of Cash Requirements 


CASH REQUIREMENTS 
Current Bills 
Accrued Taxes: 
Realty : 
Personal Property 
Income taxes 


| Funeral & Last Expense 


Total Debts & Claims ___... 


Administration Costs —........ 
Succession Taxes 
(Gross Est. Tax) 


$239,942 


On hand and in Bank $ 60,000 
From Converted Property _.. 122,950 
182,950 


$ 56,992 
Sale of 55 shares Corp. “A” 
stock to son @ $550 per 
share 
55 shares Corp. “A” stock 
to daughter @ $550 per 
shares 


Cash after Liquidation 


®Widow’s allowance being payable in kind in Ohio is 
not included as a cash requirement. 





SCHEDULE VII 
Summary of Income 


Estimated 
Residual Estate Principal Income 


Cash after liquidation $ 3,508 $ 104 

Home 0 

Close Corporation Stock 
“A” (468 shares) 


227,150 16,520 


Total from Estate $315,658 $ 16,625 


Other Sources of Beneficiary 


Cash $ 10,000 
Reinvested Insurance 
Proceeds (Payable in 
Lump Sums) 
Government G Bonds 
Listed Securities 
Unlisted Stocks 


Total Other Sources of 

Beneficiary — ...$213,400 $ 7,560 
Total from All Sources $529,058 $ 24,185 
Fixed Charges 3,000 


$ 21,185 
8,568 


Net Income 
Income Tax 
$ 12,617 


Income In Any Year Corporation Fails to 
Have Surplus Available for Dividends 


Spendable Income 


Net Income after Fixed Charges 
Less Income from Corporation “A” __ 


$ 21,185 
16,520 


Income ex-Corporation “A” 
Income Tax (Optional Tax) 


Spendable Income 


This Clinical Case presents a number of 
interesting problems and opportunities for 
corrective procedures, which will be dis- 
cussed in the June issue. In the meantime it 
is suggested that the reader develop his own 
solutions for comparison with those which 
represent the consensus of the members of 
the Cleveland Association of Estate Ana- 
lysts and their guest attorneys. 


Prentiss Foundation Over 5 Million 


The Elisabeth Severance Prentiss Founda- 
iton, created by the late Mrs. Prentiss for the 
improvement of the health of the public, now 
has assets amounting to approximately $5,680,- 
000, and ultimately will have a principal value 
of about $7,000,000, the Foundation disclosed 
last month in its first report. 

The trustee, Tthe National City Bank of 
Cleveland, and the board of managers stated 
that they were desirous of learning of any 
worthwhile community need in the United 
States which could qualify to become a bene- 
ficiary of the fund. 


Keeping Pace with the 


OPPORTUNITIES 
IN MUNICIPALS 


ISING yields on municipal bonds — 
up from 1.29% to 1.90% in the past 
year, according to the Daily Bond Buyer 
index of 20 representative issues—are 
attracting considerable investment atten- 
tion, for the tax-exempt feature of mu- 
nicipals places them in a decidedly favor- 
able position as compared with many 
other issues, considered on the basis of 
yield after taxes. Among institutional 
investors, the commercial banks are par- 
ticularly interested in municipals, for the 
short and medium maturities are highly 
acceptable in their portfolios. 


In this municipal market, investors 
have found our facilities unusually well- 
suited to their needs, for our nationwide 
network of 94 offices, located in key 
markets and connected by 45,000 miles 
of private wires, enables us to bring 
buyer and seller together quickly and 
advantageously. 

We shall be glad to tell you how these 
facilities can be put to work for you in 
the period of continuing activity that 
seems to lie ahead—glad, too, to provide 
details on any particular security or sug- 
gestions en your portfolio. May we in- 
vite your inquiries. 


INSTITUTIONAL DEPARTMENT 


MERRILL LYNCH, 
PERCE, FENNER & BEANE 


Underwriters and Distributors of 
Investment Securities 


Brokers in Securities and Commodities 


70 PINE STREET 
NEW YORK 5, N. Y. 


Offices in 92 Cities 
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— WHERE THERE’S A WILL — 


ENRY FORD, one time ruler of the 

complex automobile producing empire 
bearing his name, left a relatively simple 
will. His home known as “Fairlane”, all 
personalty connected therewith, and any 
other articles of personalty which she may 
desire for their sentimental value are given 
to Mrs. Ford. All other realty and all non- 
voting, Class “A” stock in the Ford Motor 
Co. pass to The Ford Foundation. Class “B” 
voting stock is to be divided into five shares. 
One was to go to son Edsel, who predeceased 
the testator and whose share will pass by 
law to Edsel’s children. The other four 
shares go to trusts established in 1935 by 
Mrs. Edsel Ford for her four children, who 
receive the principal when they reach 25 
years of age. The residue, originally left to 
Edsel, will likewise pass by law to his chil- 
dren. Realizing that the taxes upon his es- 
tate would be heavy, Mr. Ford directed that 
as far as possible the specific bequests of 
Class “B” stock be given to the legatees in- 
tact and without diminution. Edsel was 
originally named executor, but Mrs. Henry 
Ford was substituted by a codicil executed 
after Edsel’s death. 


* * * 


DWIN A. HOCHSTADTER, philan- 

thropist, provided for the payment of 
all taxes upon his estate upon trusts created 
during his life out of his general estate 
without allocation among the beneficiaries. 
The rest is divided among 60 charitable in- 
stitutions. The latter may in no way apply 
-the bequests toward a building fund or to- 
ward creating a trust. If for any reason any 
of these bequests are not accepted or are 
objected to; they shall be equally divided 
among the others. The executor—Chase Na- 


BOOKS 


purchased for cash 


and 


tional Bank of New York—is empowered in 
its absolute discretion to defer final settle- 
ment and distribution of the estate for such 
time as it may deem advisable for the most 
advantageous liquidation of the securities. 
* * * 

ENRY CASIMIR DE RHAM, descend- 

ant of a well known New York family, 
gave all his tangible personal property to 
his wife to use until her death or remar- 
riage, at which time it is to go to his de- 
scendants. The rest of the estate is placed 
in trust with Fulton Trust Company of New 
York—which is also named as executor— 
to pay one-half the income to the wife and 
the other half to two sons. If either son dies 
before termination of the trust, his share 
of the income is to go to his descendants. 
If both sons die without descendants, Mrs. 
de Rham will receive the entire income. 
Upon her death or remarriage the trust 
principal passes to Mr. de Rham’s descend- 
ants. He requests that the shares of stock 
or notes of the Geiz Corporation be retained 
and that the executor and trustee cooperate 
with the other stockholders in its operation. 


* * * 


OTHER APPOINTMENTS: 


Equitable Trust Co., Baltimore; contin- 
gent trustee: Ovington E. Weller, former 
U. S. Senator from Maryland. 

Westfield (N. J.) Trust Co.; executor: 
Elmer Ellsworth Browning, Jr., engineer of 
the Americen Telephone and Telegraph Co. 

Chase National Bank of N. Y.; executor: 
Raymond V. Carpenter, senior actuary of 
the Metropolitan Life Insurance Co. 

United States Trust Co. of N. Y.; co- 
executor and co-trustee: Maud Nathan, 
founder of the Consumers’ League of N. Y. 
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SELLING THROUGH ESTATE PLANNING 


WILLIAM O. HEATH 
Assistant Vice President, Harris Trust & Savings Bank, Chicago 


S architects for estate plans our tools in- 

clude a basic knowledge of taxes and of 

the rules on accumulations and perpetuities, 

a handy set of tax tables, a supply of sharp 

pencils and paper, and an ability to talk 
about these things in layman’s language. 


Analysis must precede planning. Some- 
how we must learn all essential facts about 
our prospect, his family—their abilities, 
shortcomings, and requirements—his busi- 
ness interest if any, his other assets—in- 
cluding insurance and property in joint ten- 
ancy—and his liabilities, both direct and 
contingent. We need this information about 
his wife, too, and all members of his family. 
How do we get it? 


The joint tenancy subject strikes a re- 
sponsive chord because in most families we 
find in joint tenancy a home or a bank ac- 
count or some United States Savings bonds. 

Early in the initial interview it is usually 
effective to start drawing diagrams—simple 
ones — not necessarily using any dollar 
amounts: 

First. Draw a square and bisect it with a 
vertical dotted line. 


VU 


ANA 


LLL. 


This represents property in joint tenancy. 
While you are making your point about 
joint property being subject to Federal es- 
tate tax in proportion to the contributions 
of the respective tenants (which usually 
means 100 per cent contribution by the hus- 
band), draw a line all the way across the 
top of the square to indicate Federal estate 
tax due at the first death. Then draw an- 
other line across the square and a little fur- 
ther down to indicate the second Federal 
estate tax—and cover at this point the 5- 
year survivorship provision. In contrast to 
this diagram and immediately at its side 
draw a couple of rectangles the same size 
as the two sections of the original square. 
Then draw one line across the top of each 


This paper is based on addresses delivered before the 
annual Trust Conferences of the Indiana and Illinois 
Bankers Associations, held on April 3 and 24, respectively. 


rectangle, indicating the amount of Federal 
estate tax due at each death—an amount 
which you have obviously made smaller than 
the total space above the first line in the 
first diagram. 


Second. To illustrate the effect of two sets 
of death taxes and administration expenses 
to the man who has everything in his own 
name and wants to leave it all to his wife if 
she survives, draw another square and, as 
before, draw a line across the top to set off 
the amount of shrinkage at his death and 
another line below it to set off a slightly 
smaller amount of shrinkage at his wife’s 
death. 


YUM 
RIMM 


You can indicate as you draw that this 
second amount is the premium paid by his 
descendants for the privilege of letting his 
wife have possession when she survives him 
—pointing out also as subtly as you can the 
little problems that may face the surviving 
widow in the way of making safe invest- 
ments and avoiding undue generosity to de- 
serving friends and relatives. 


Third. When husband and wife each have 
property of their own, use two squares to 
represent their respective estates. Draw a 
line across the top of one to indicate shrink- 
age at the first death and transfer the bal- 
ance in the way of dotted lines to the top of 
the second square. Then take a much bigger 
slice from that top section to indicate that 
the second set of taxes and administration 
expenses comes out of the estate of the sur- 
vivor in the top brackets. Now, go down to 
the second square and across the top of it 
draw a line indicating smaller shrinkage at 
the second death if there has been no con- 
solidation of estates. 


UMMM 


ANY 
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If you have any advance knowledge of the 
personal balance sheet of your prospect and 
his wife, it may be effective to use round 
amounts of dollars in these diagrams—us- 
ing amounts smaller than you think may be 
applicable to the situation. 

Each situation that confronts you will fit 
roughly into one of the three diagrams, and 
by the time you have established the prin- 
ciples your prospect will be asking, “How 
does this affect me?” This is the logical 
place to ask Mr. Prospect how much and 
how many we are talking about. 


Asset Schedule 


DO not believe in the use of elaborate 
questionnaires or forms, but there is a 
very logical way to assemble information 
about the prospect’s holdings that can be un- 
derstood and followed. A good-sized sheet of 
paper will accommodate the following asset 
statement. 
Husband Wife Joint Total 
Home 
Other real estate 
(where located) 
Bank accounts 
Currency 
Government bonds 
Other bonds 
Stocks 
Business interests 
Life insurance 


TOTALS 


This may be the first time that Mr. Prospect 
has ever constructed a personal balance 
sheet. You may find that he is quite im- 
pressed by the totals. His interest will pick 
up even more when you start listing below, 
in appropriate columns, items of: debts, ad- 
ministration expenses, specific bequests, 
Federal estate and State inheritance taxes, 
drawing totals and then attempting to see 


Complete facilities for handling your 
Banking and Fiduciary Business 


promptly and effectively. 


tke FIFTH THIRD [JNION TRUST <°- 


CINCINNATI, OHIO 


Member Federal Reserve System — Member Federal Deposit Insurance Corporation 
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where the money can be found in the upper 
table to pay them. This is all very rough, 
and you impress Mr. Prospect that it would 
take many hours to make accurate estimates 
of taxes. Usually it is feasible to by-pass 
anything but the very simplest computation 
of estate and inheritance taxes because the 
gross Federal estate tax will give a pretty 
good indication of the most important item 
of shrinkage. 


Developing Objectives 


AVING completed a rough analysis of 

the present situation, the prospect has 
probably gained the impression that we 
know something about our business—some- 
thing more than he knows—and he is prob- 
ably a bit staggered by our rough computa- 
tions of shrinkage that will take place in 
his estate and that of his wife and how little 
there may be left for his children or anyone 
else. In fact, we may have discovered that 
there will be no residue left at all after pay- 
ing taxes on everything, including insurance 
and joint property. 

When we have led our prospect through 
the analysis stage, we must help him devel- 
op his own objectives and keep him and our- 
selves on the track. Now comes the final dia- 
gram — another square representing Mr. 
Prospect’s estate with the usual line drawn 
across the top to lop off the shrinkage that 
will occur at his death. If he has a wife and 
children, let’s draw a line from the bottom 
of the square down to a rectangle below, 
which represents the wife’s life estate, but 
we will not call it that. It is “income to the 
wife as long as she lives,” plus a well-stated 
encroachment provision which will permit 
the trustee to use principal for her support 
and also for support and education of the 
children if income and other resources avail- 
able to wife end children are insufficient for 
these purposes. Then we draw some connect- 
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ing lines from the lower rectangle down to 
some smaller ones, representing the shares 
of children or their descendants, and go 
through the same routine of providing for 
encroachment to cover support and educa- 
tion with distribution in installments if the 
estate is going to be large enough, otherwise 
distribution upon the attainment of a given 
age. 


er 


hegeol 
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If he hesn’t already reached the conclu- 
sion, we must help him to decide that after 
all the thing he is most interested in if he 
dies is the maintenance of his wife in com- 
fortable circumstances — as nearly ap- 
proaching those to which they have been ac- 
customed during their life together as may 
be feasible, plus a reasonable education for 
the children if the trustee decides that the 
estate can afford it. 





PARKE-BERNET 
GALLERIES - Inc 


30 EAST 57TH ST., NEW YORK 22 


Sublic Auction Sales 


Specialists in liquidating at pub- 
lic auction art, literary and other 
personal property for attorneys, 
trust officers, executors of 
estates and others 


Unsurpassed gallery facilities, 
skilled and experienced person- 
nel, effective and efficient meth- 
ods, perfected during many years 


of conducting public auctions* 


HIRAM H. PARKE, President 
ARTHUR Swann, Lesiie A. Hyam, Vice Presidents _ 
Epwarp W. Keyes, Secretary and Treasurer 


* Illustrated brochure available to trust 
officers and law firms on request 
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As to insurance, let us be fully informed 
about the settlement provisions offered by 
the companies and careful to protect insur- 
ance proceeds from State inheritance taxes, 
administration expenses, and debts wher- 
ever possible. Our experience of the past 
twenty-five years has taught us that there 
are only two sets of circumstances where a 
life insurance trust is a “must’’: first, the 
case where the insurance is required to fur- 
nish funds to take care of estate shrinkage 
and prevent liquidation of a business inter- 
est, and second, to provide complete discre- 
tion in the administration of insurance pro- 
ceeds for the support and maintenance of 
beneficiaries whose needs cannot be served 
through fixed payments. We might add to 
the latter category the contingent insurance 
trust to receive and administer funds for 
minors, in the event of the wife’s death be- 
fore the expiration of the gueranteed period 
of payments under the years-certain-or-life 
option. 


The will is the cornerstone of all estate 
plans. Supplemental arrangements present 
themselves as we proceed with our analysis, 
and we may demonstrate the need for gifts, 
voluntary trusts, or custodian or agency 
services. Having demonstrated the need, we 
must certainly not be bashful in offering our 
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services. Nor must we be greedy in arguing 
living trust versus outright gifts if the lat- 
ter better fit the requirements of a given 
case. And let us not overlook agency service 
and wills for the donees. 

If we,run into joint tenancies we must be 
prepared to show advantages of dissolution. 
However, we should always steer the actual 
job of dissolution and the final approval 
thereof into the hands of a competent at- 
torney, who may even require the services 
of an accountant before the job is finished. 
In the matter of gifts, we must cover the 
important business of completing delivery, 
access to the property by the donee, the in- 
convenience of gifts to minors, and the fu- 
ture avoidance of joint tenancy and. this 
ever-plaguing thing known as the “or” reg- 
istration and beneficiary registration of 
United States bonds. Looking forward to 
the inevitable day of reckoning on “contem- 
plation of death’, let us urge the mainte- 
nance of simple but adequate personal ac- 
counting records. 

In estate planning it has always seemed 
to me the best salesmanship to mention ex- 
ecutorship last. Frequently it is unneces- 
sary to extol the advantages of corporate 
executors if we have led a prospect through 
the mzze of analysis and the building of an 
adequate estate plan, because by that time 
he will have decided that we know our busi- 
ness and that we can administer an estate 
better than any individual. If the prospect 
feels a little indebted to us for the time we 
heve invested in his problems—he may 
want to know how he can pay us for our ef- 
forts. The answer to that one is easy. We 
are desirous of obtaining his appointments, 
but we still want only the ones where his 
particular situation may require the serv- 
ices of a trust company. 

Now as to the question of when to bring 
in the attorney and the insurance man. 
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Of course, if either one has initiated your 
contact with Mr. Prospect, you must have 
him present or keep him informed as to all 
progress. In the usual case I prefer to leave 
the attorney and the insurance man out of 
the original analysis and planning. I have 
no intention of attempting to practice law 
and I impress the prospect with the fact 
that the bank does not draw wills or other 
trust documents of any kind—that his law- 
yer represents him and that is the reason 
he pays the lawyer a fee to draw his will and 
trust agreements. 

With respect to the insurance man, I leave 
up to him the matters of what kind of con- 
tract to use if additional insurance is re- 
quired and in general the selection of op- 
tions and the wording of beneficiary clauses. 
However, we owe it to our customers and 
ourselves to check the insurance contracts 
that fit into any given estate plen to satisfy 
ourselves that they are right. 


Outside Influences 


UR prospect is subject to being unsold 

by his lawyer or his wife. Let us avoid 
the written prospectus or formal memoran- 
dum and take our handwritten notes and all 
of our tax tables and scratch paper over to 
the attorney’s office, or better still, have him 
come over to our office. Let us make every 
effort to have Mr. Prospect present at this 
first meeting with the attorney, because by 
that time he will help us to do the selling if 
any is necessary. I do not mean that what- 
ever we mey have developed with the pros- 
pect is not subject to change, and perhaps 
change for the better, but we will save time 
for everyone and run a better chance of pre- 
serving our sale if we follow this routine. 
Most lawyers prefer to work from their own 
notes. Let us secure Mr. Prospect’s permis- 
sion in advance to present a quick review 
and verbal outline to the lawyer. 


KENDE GALLERIES 
at GIMBEL BROTHERS 


33rd Street & Broadway, N. Y. 1 


SALES at PUBLIC AUCTION for ESTATES 
APPRAISAL FOR TAX AND OTHER PURPOSES 
* 


The Kende Galleries offer unparalled facilities for 
selling estates. Cash advances on properties for 
estates in need of administration expenses or taxes 
will be made. All sales are given unusually large 
coverage in newspapers and magazines. Write or 
phone for information about the additional advan- 
tages offered by the Kende Galleries, PE 6-5185. 





s capable, experienced Trust 
work in the District of Columbia. 


AMERICAN 


SECURITY 
& TRUST 
co. 


WASHINGTON, D. C. 


Member Federal Deposit Insurance Corporation 
Federal Reserve System 














I do think it is desirable for the wife and 
members of the family to know what ar- 
rangements the head of the family has made 
for the handling of his estate. There is no 
difficulty about this where the wife has 
property of her own and it is necessary to 
plan a will which dovetails with that of the 
husband, but there may be some sales re- 
sistance on the part of the wife who has no 
independent estate of her own. I know of 
no satisfactory substitute for a frank dis- 
cussion and review of the steps that led up 
to the new will plan or the proposed trust. 


If we do a good enough job of displaying 
our wares and our knowledge as we go along 
the road of estate analysis and planning, 
our services fit naturally into the picture 
and people will ask us for them. We should 
talk candidly about our qualifications, but 
let us not lose the sale by assuming that our 
prospect needs to be sold on us. Give him 
half a chance, and he will buy our services 
after he understands why he needs them. 


Draw from your experience and use spe- 
cific examples. Tell him what another cus- 
tomer did, with due edvice from his lawyer 
and his insurance man, to handle a situa- 
tion similar to his. 


If your bank is named as executor or co- 
executor, hold the original will in safekeep- 
ing. Keep a separate file for’all of your work 
sheets, diagrams, letters, and written mem- 
orenda. Also, if possible, keep a work copy 
of the will in that file so that you will not 
have to go through the annoyance of with- 
drawing the original from the vault and 
breaking the seal on the envelope for the 
periodic review. Review that file at least 
once a year, and get in touch with your cus- 
tomer that often if possible. In any event, 
see him at least every two or three years 
and invite him to review his arrangements 


“Producing the benefits of hindsight for the 

imperative, although unforeseen, need by 

substantial term loans against the security 
of trust estates.” 


FUNDING CORPORATION 


NEW YORK 16 NEW YORK 


with you. Once he is lost, through lack of 
attention, you will seldom be able to get him 
back. 


The whole business of estate planning 
may appear to be as complicated to your 
prospect as his manufacturing process is to 
you. Let him observe that it is complicated, 
but translate it into simple, understandable 
language so that he can decide what to do 
and why, and he will look upon you with the 
same degree of confidence that he looks upon 
his favorite shop foreman. Always preserve 
the fine sense of balance that makes it per- 
fectly clear that you are doing something 
for him. Don’t let him get the idea that he 
is doing something for you, or it won’t stick. 


Trust School 


First NATIONAL BANK AND TRUST COMPANY 
of Oklahoma City has been conducting a trust 
school for the trust personnel of the local 
banks. Originally conceived for the First’s own 
personnel, the class was later expanded to 
include all trust personnel of the Oklahoma 
City banks. 


The class is held each Tuesday afternoon 
from 4 to 5. A. N. Murphey, vice president, 
and C. P. Wright, trust officer, have conducted 
most classes, covering such subjects as Pro- 
bate Procedure, Wills, Forms of Trusts, Estate 
Taxes, Income Tax. John H. Miller, Assistant 
Trust Officer, held a class on “Transfer of 
Stock” and Miss Helen Byrd, Cashier, led a 
discussion on “Safekeeping.” 


CALIFORNIA TRUST Co.’s first quarter’s new 
trust business, according to Frank H. Schmidt, 
executive vice president, was 172% ahead of 
the first quarter last year. New business in 
1946 was the highest in 15 years for this Los 
Angeles institution. 
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Practical Suggestions for Stimulating Staff and Prospect Interest 


JOHN L. CHAPMAN 
Trust Officer, City National Bank and Trust Company, Chicago 


O you know of any other business 

which has grown to maturity as ours 
has, in which less than 25% of the potential 
market has been sold? We have the kind of 
service people want, but we have neglected 
to tell them about it. Selling our services, 
like any other selling, seems to me to be a 
public relations job. 


There never has been a successful public 
relations program without the backing of 
an enthusiastic organization of officers and 
employees, who are firm believers in the fu- 
ture of their company. The foundation of 
good public relations, therefore, is good 
employee relations. Each employee, and par- 
ticularly those who come in contact with 
the public, must be imbued with the idea 
that he is a. representative of, and a sales- 
man for, the bank. 


At various intervals, we have run class- 
es for our employees, and officers too, on the 
general theme “How to Avoid Losing 
Friends and Antagonizing People.” The re- 
sults in good public relations have been tre- 
mendous. When a customer steps up to a 
window, the teller has a smile on his face. 
He has a friendly greeting. He tries to re- 
member to call each customer by name, he 
hands back the pass book, never shoves it 
out on the counter, and he always says 
“Thank You.” 


What has all this to do with selling the 
services of the Trust Department? In my 
opinion, it has everything to do with it. The 
best prospects any trust department has are 
the bank’s commercial customers. If they 
have received fair, friendly and courteous 
treatment, not only from the employees, but 
from the officers as well, they are much 
more inclined to want to do business with 
the trust department, and to steer their 
friends to it. 


Start at the Top 


F we are unable to sell the officers and 
directors on using the services in the 
trust department, I don’t think we can ex- 
pect them to dig up prospects for us, and 
surely we can’t expect them to sell business 


Summary of remarks before Trust Conference, Indiana 





Bankers Association, April 3. 


for us. If you do not now have the trust 
business of your President and your Di- 
rectors, has it ever occurred to you to go to 
them with this sort of an idea — “Mr. Pres- 
ident, or Mr. Director, how do you expect 
me to be successful with others when you, 
yourself, do not have sufficient confidence in 
our department to name us executor and 
trustee in your own will?” 


The best and easiest way to get the coop- 
eration of the official personnel is to work 
out their own estate plans. What difference 
does it make how much or how little they 
may have? Your real objective, outside of 
actually being of service to them, is to edu- 
cate them as to the value of trust service, 
not only to their customers, but also to the 
bank itself. For the past ten years we have 
been doing that sort of job successfully. 


Another bank where this procedure has 
been followed goes one step further, putting 
a sign over the officer’s name plate which 
reads — “I have named this Bank Execu- 
tor in my Will.” This work with officers and 
directors is not something that can be car- 
ried out once and then forgotten. There 
must be continuous stimulation of interest. 


Credit Where Due 


NE of the best stimuli is giving credit 

for new business. We have a simple 
form of report which goes to our President 
each week. For each piece of trust business 
received from a customer of the bank we 
indicate the source as the commercial offi- 
cer to whom the customer is assigned. Also, 
if the facts justify it, we report that the offi- 
cer introduced the customer, or arranged 
an appointment, wrote a letter of introduc- 
tion for us, or what not, but we give credit 
anyway, even if the commercial officer had 
nothing whatsoever to do with bringing in 
the business. Of course, they’ll do every- 
thing possible to help us get trust business; 
the “Boss” knows they are on their toes. 


Another simple idea that works well is to 
have the Head of the Business Development 
Section deliver personally to each officer and 
department head a copy of each piece of ad- 
vertising published by the trust department 
before it is mailed to the prospect list or 








appears in the paper. Those fellows like to 
be informed, and furthermore, it saves 
them the embarrassment of having some 
customer refer to an advertisement they 
haven’t even seen. Deliver them personally 
to each employee too. It takes time, but it’s 
a fine way to get acquainted with every- 
body and at the same time, get them to read 
your advertising. They seem to feel if it is 
delivered personally, and not by messenger, 
it must be important. They know where to 
bring their trust prospects in my bank. 
Another help for the officer is a little card 
which slips under the glass on his desk. It 
contains four leading questions he can ask 
the customer who is sitting at his desk, the 
answers to which will indicate to him 
whether the customer can be interested in 
the services of the trust department. The 
first one is “Do you know what one Federal 
estate tax will cost your family?” Under 
this we’ve set out the amount of tax on es- 
tates of $100,000 to $1,000,000. The next 
question is “Do you have enough liquid as- 
sets to conveniently pay such an amount?” 
and then come “Do you know how your ex- 
ecutor can raise such an amount after your 
death?” and “Will there be enough liquid 
assets left to pay a second tax?” The com- 
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mercial officer gets him interested and then 
calls in a trustman to carry on. 


The Attorney Matter 


TTORNEYS can be our best friends, and 
don’t think for a moment that we aren’t 
helpful to them too. The drafting of wills 
and trust agreements is a job for the Law- 
yers, and we say so in every piece of adver- 
tising we publish, and by word of mouth. 
We send them informational material from 
time to time on matters which we think will 
be helpful and of interest to them, particu- 
larly in our field. We also send them the 
same advertising pieces that we are sending 
out to our trust prospects, so that they will 
know what we are doing to develop their 
business and ours. (They have estates too.) 


Sell them on the idea they don’t have time 
to act as executor and trustee. If they are 
top-notch lawyers, they don’t. I had a Chi- 
cago lawyer tell one of my prospects the 
other day that no good lawyer had time.to 
act as executor. “Furthermore,” he said, 
“do you know that everytime I have invest- 
ed in the stock market, I have lost money? 
Do you still want me to be your trustee?” 


We have furnished the attorneys with 


Complete Appraisal Service 


and Liquidation of 
Furniture and Objet d’ art 


We will purchase outright complete estates or individual items: 


Antique Period Furniture, Porcelains, Georgian; Early American 
and Modern Silver; Paintings, Bronzes, Jades, Old Firearms, Gold 
Objects, Ivories, Decorative Accessories. 


We have seven trained appraisers fully acquainted with constantly 
changing values and each a specialist in their own field of 


Furniture and Objet d’ art. 


FLORIAN PAPP, INC. 


Established 1900 
516 Madison Avenue 
New York 22, N. Y. 





JAMES GRAHAM & SONS, INC. 


Established 1857 
514 Madison Avenue 
New York 22, N. Y. 





510 


specimen forms of a will, living trust agree- 
ment, and life insurance trust agreement, 
carefully worked out and simplified to the 
point where we have been able to include a 
complete will with testamentary trust on 
one side of a printed legal size page. The 
average lawyer is not a specialist in pro- 
bate practice and appreciates the help of 
these forms. 


When the administration of an estate has 
been completed, place the check for the at- 
torney’s fee on the desk of the Head of your 
trust department. Ask him to use it as an 
excuse to make a personal call on the at- 
torney, to deliver the check. Invariably, such 
a visit will solidify the relationship with 
him. Quite frequently it results in addition- 
al will appointments from among the at- 
torney’s own clients who may not be your 
customers at all. 


Insurance Contacts 


IFE insurance underwriters in their field 
are just as important to us as the attor- 
neys. Furthermore, it isn’t always the mil- 
lion dollar producer who is your best bet. I 
would rather be on good terms with four 
quarter-million producers. The million dol- 
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lar producer is shooting for the big stuff, 
and consequently his contacts are less nu- 
merous. : 


Frequent advertising, in newspapers and 
by direct mail, concerning the importance 
of life insurance in estate planning, is al- 
ways welcomed by the life insurance fra- 
ternity. When we mention life insurance in 
a direct mail piece, we have requests from 
numerous general agents, agency managers, 
and underwriters, for additional quantities 
of the piece for mailing to their own cus- 
tomers and prospects. Naturally, we’re 
glad to furnish them. 


The Life Insurance and Trust Council 
movement in some of the larger cities has 
been a most favorable factor in the develop- 
ment of cooperation between trustmen and 
life insurance men. If you do not presently 
have a Council in your own city, I think it 
would pay you to investigate. 


Will Review Tickler 


NE subject we are apt to overlook is the 

conservation of business already on our 
books. The principals and beneficiaries of 
living trusts and agencies should be con- 
stantly cultivated by the administrative offi- 
cer to whom they are assigned. But what 
about the will appointments and the life in- 
surance trusts? We have an investment in 
them that deserves protection. We also owe 
it to the makers of the wills and insurance 
trusts to keep them up to date and in tune 
with changing conditions. We don’t want to 
find out ten years hence that the will in our 
vault is not the last will. 


We use a tickler card system. One of these 
is made up for each new will or insurance 
trust. All the pertinent information is 
placed on the card which is then placed in 
the date file to come up on the second anni- 
versary of the execution of the document. 
Here are the instructions — “Maker should 
be reminded of his will or insurance trust 
at least as often as every two years. Re- 
view of document should be suggested in 
light of changed family or financial status. 
Effect of taxation should be given consider- 
ation. If no revision is necessary, set up 
card for two years hence. If revision by 
codicil or amendment, so indicate on this 
card and set up for two years. If new will is 
executed or insurance trust revoked and 
new trust opened, cancel this card and set 
up a new tickler for two years hence. Each 
contact should be reported to the Business 
Extension Division by appropriate memor- 
andum.” 
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Better Salesmen 


RUST new business men must learn to 

be better salesmen. They must learn to 
ask for the business. There are at least ten 
different kinds of people with whom any 
salesman comes in contact. Each type re- 
quires a little different treatment. 

First there is the “just looking” prospect. 
Indicates at least an embryo interest that re- 
quires watering, watching and cultivating. 

Second the “technical” prospect. Absolute 
accuracy of statement is imperative, and an 
exhaustive knowledge of your subject is es- 
sential. 

Third the “argumentative” prospect. It is 
necessary to satisfy their hunger for argu- 
ment without letting the argument degenerate 
into personalities. 

Fourth the “faltering” prospect. It is neces- 
sary sometimes to literally make up his mind 
for him. 

Fifth the “wavering” prospect. This type 
differs from the faltering type in that he does 
not have the same timid reluctance to say yes, 
but is constantly at sea in deciding between 
a series of things he thinks he wants. We have 
to do his thinking for him. 

Sixth the “hot-headed” prospect. This fel- 
low is looking for trouble. To deal with him, 
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the utmost of tact must be used, and the 
epitome of accuracy observed. 

Seventh the “suspicious” prospect. To deal 
with such minds, it is important to back up 
your statement with authorities. 

Eighth the “pleasant” prospect. Pleasant 
folks are not always the easiest ones to deal 
with. They are apt to try to laugh you off or 
kid you out of it. 

Ninth the “silent” prospect. This is a 
toughie for it rarely pays to be too loquacious 
with silent men. 

Tenth the “talkative” prospect. Here is the 
fellow who, with a judicious bit of steering, 
will talk himself right into your corner. Let 
him talk. 

Selling our services is knowing how to 
deal with all these different kinds of people; 
recognizing them immediately and adapting 
ourselves accordingly. But none of the ideas 
suggested here is of any avail if the new 
business men, the trust officers, the vice 
presidents, the president, and the directors 
of the bank are content to sit in their swivel 
chairs and press their pants. 





THE 26TH ANNUAL MEETING of the Trust Sec- 
tion, Texas Bankers Association, will be held 
Nov. 21-22 in Fort Worth. 


Stamp collections, accumulations, or old envelopes’ 
may represent a considerable amount of money. 


% You can sell these directly to the world’s leading : ; : 
wholesale stamp firm, appraisers and auctioneers. 


% You can sell these at the top market price and receive 
the full amount in immediate cash. 


% A special service is available to banks and their 
clients, institutions and estates. There are no broker- 
age fees or charges for appraisals or advice. 


Just to be sure .. 


. . Always check old stamps or 


collections however small the value may seem. ee go | 


_ YOUR CORRESPONDENCE AND: INQUIRIES ARE INVITED 
ee 


ak we H. STOLOW | 


50 West 46th Street 


New York 19, 
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Moderate Size Trusts Predominate 


EOPLE of moderate means are the largest 
users of trust services in the United States, 
according to a survey of the annual income 
from trusts recently completed by the Trust 
Division of the American Bankers Association. 


Findings of the survey show that 54 per cent 
of all trusts administered by banks and trust 
companies of the United States have an annual 
income of less than $1,200 each, with an aver- 
age income of $370 annually. For 73.5 per 
cent of all trusts the income is less than $3,000 
each and the average income is $788 annually. 


“Results of this survey,” commented Evans 
Woollen, Jr., president of the Trust Division 
and president of the Fletcher Trust Company, 
Indianapolis, “emphasize the fact that trust 
services are available to meet the needs of 
people from every income group. When facts 
such as these are more widely known there 
will be a greater appreciation of the services 
that trust institutions are rendering to the 
public. These figures clearly demonstrate that 
trust institutions are performing a vital ser- 
vice for the benefit of those whose income 
depends on the competent administration of 
estates of moderate size. Much of this income 
is for the benefit of women and children and 
is used for the support of the home, educa- 
tion of children, care of parents, and for the 
protection and financial security of other 
beneficiaries.” 


The results of the survey cover 144,081 
trusts managed by 868 representative banks 
and trust companies throughout the country. 
Only 2.8 per cent of the 144,081 trusts re- 
ported represent trusts having an income of 
over $25,000 yearly. 


The report sets forth the findings in three 
trust income groups other than those already 
indicated. These reveal that trusts in the 
$3,000-$7,500 income bracket represent 13.86 
per cent of all the trusts reported and that 
they have an average income of $4,557. Trusts 
in the $7,500-$10,000 group represent only 
3.97 per cent of the total and their annual 
income averages $8,260. Trusts in the $10,000- 
$25,000 income group account for 5.88 per cent 
of all trusts covered by the report. 


The survey was conducted by the Committee 
on Trust Information of the Trust Division of 
which Harve H. Page, second vice president, 
The Northern Trust Company, Chicago, is 
chairman. 
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Public Trust Education 


RUST officers should never overlook an 

‘opportunity to appear before Civic Clubs, 
or any group of people and explain the oper- 
ations of trust institutions. Points on which 
the public seeks information -include: The 
charges made by trust institutions for acting 
as executor and trustee, the time required for 
closing an estate, method of making reports. 
In a program of Public Education the follow- 
ing facts should be emphasized: 


That it costs no more to have a trust 
institution handle an estate than an indi- 
vidual, and in a great many cases it costs 
less. (A trust institution is allowed the same 
fee as an individual. It qualifies on its 
official bond without charge to the estate, 
thereby saving the embarrassment and ex- 
pense to the estate of securing a bond.) 


Trust institutions maintain the best of 
records, and are in a position to give in- 
formation as to the standing of an estate on 
short notice. 


Trust institutions have the advice of their 
trust committee, and the benefit of wide 
experience in handling trust matters. 


Trust institutions are checked periodical- 
ly by representatives from the state aud- 
itor’s office and, in the case of national 
banks, by the national bank examiner’s of- 
fice. 

Securities are properly registered, and 
filed in the bank vaults, thereby eliminating 
the possibility of physical loss. 


One way to assist in Public Education is to 
handle veterans accounts, both guardian and 
conservator. Although the average individual 
veteran account will not pay, collectively they 
will yield a fair return. The reputation which 
the institution develops in doing a good job 
with these cases often develops profitable bus- 
iness which would not come to the institution 
otherwise.—M. B. STINE, Trust Officer, The 
First National Bank of Danville, before the 
Annual Meeting of Trust Division, Illinois 
Bankers Assn., April 24. 


NEW YORK COMMUNITY TRUST’S annual re- 
port reveals receipt of $579,720 in 1946 as 
compared with $447,472 in 1945. Six new 
funds were created and 15 existing funds were 
enlarged. Charitable institutions in the United 
States will receive $2,750,000,000 in 1947. 


COMPLETE TRUST SERVICE IN GEORGIA 


through eleven offices in six cities 
he f THE CITIZENS & SOUTHERN NATIONAL BANK 





HARRY WINSTON, INC. 
Estates 
Jewelry cnn P rectous Suis 


* * * 


The firm of Harry Winston, Inc. has been for many 
years the foremost purchaser of jewel estates through- 
out the world. 


We offer the services of our experts who are especially 
qualified to appraise and purchase jewels of all types. 


* * * 


REFERENCES: 


Commercial National Bank & Trust Co. 
46 Wall Street, New York City 


Manufacturers Trust Company 
513 Fifth Avenue, New York City 


HARRY WINSTON, INC. 


New York Office: Los Angeles Office: 
7 East Slst Street 601 Jewelry Trades Bldg. 
New York 22, N. Y. Los Angeles, California 
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INSTITUTIONAL BOND 
SHARES 


This class of a mutual investment fund is restricted in 

its purchases to bonds which meet the legal require- 

ments for investment by Life Insurance Companies or 

Savings Banks in the State of New York. Shares are 
redeemable on demand. 


A PROSPECTUS ON REQUEST FROM 


DISTRIBUTORS GROUP, INCORPORATED 


63 Wall Street am New York 5, N.Y. 


COMPLETE TRUST SERVICE 


O.: complete facilities insure prompt, efficient, and economi- 


cal service in all fiduciary duties. For individuals we serve as 
Executor, Administrator, Guardian, Conservator, Trustee or 
Agent. For corporations we serve as Registrar and Transfer 


Agent of stocks, and Trustee of bond and note issues. 


(Member Federal Deposit Insurance Corporation) 


Ciry Nationa Bank 
AND TRUST COMPANY of Chicago 





INVESTMENT OPPORTUNITIES DOWN SOUTH 


High Level of Southern Rail Traffic Suggests Permanent Improvement 


One of a Series Discussing “Rail Traffic Trends” 


MAX HALPERN 


HE progress of the South since the be- 

ginning of the present century is based 
upon @ more genuine appreciation of the 
wealth of possibilities that section of the 
country enjoys. A wide variety of raw ma- 
terials and adequate power resources en- 
able the South to maintain to advantage 
practically every line of manufacturing in- 
dustry; a favorable climate has enhanced 
its agricultural development. As a conse- 
quence, few areas of comparable magnitude 
possess the economic potential of the region 
lying south of the Ohio and east of the Mis- 
sissippi Rivers. 

To inventory all of the resources of the 
South in detail would be impossible within 
the scope of this brief paper. Yet a few in- 
stances should suffice to give an idea upon 
which economic progress of this area rests. 
Nowhere in the world is that trinity of raw 
materials essential towards steel production 
—iron ore, coal and limestone—found in 
such juxta-position to each other as in the 
Birmingham area. 

Production of steel in the Southern states 
amounted to 3 million tons in 1946. It repre- 
sented 4.5 per cent of the country’s total. 
Small as this appears the fact is that growth 
has been steady, if slow. Output at the be- 
ginning of the present century was virtually 
of microscopic proportions. Due to the fa- 
vorable location of its raw material, produc- 
tion costs especially of pig iron, are low. 
With the growth of other industries in the 
area the physical volume of steel in the 
Southern states should expand not only with 
regard to tonnage but diversity of products 
as well. 


The development of the textile industry 
in the Southern states constitutes another 
milestone of progress in the industrializa- 
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tion of the South. Its 17 million spindles at 
the end of 1946 represented 77 per cent of 
the total in the United States. This com- 
pares with 15 million in 1920 and 10 million 
in 1910. In the latter year the South’s pro- 
portion of the nation’s spindles was 35 ‘per 
cent as against 56 per cent for New Eng- 
land. 


Natural Resources 


WIDE variety of minerals including 

clays are found in many Southern 
states. They are utilized in the manufacture 
of building materials and refractories. Clay 
deposits in North Carolina have given rise 
to the ceramics industry in that state. There 
the manufacture of pottery is undergoing a 
quiet steady growth that holds future prom- 
ise.: 

Due to the depletion of its forests and the 
opening of new sources of virgin timber in 
the Pacific Northwest, the Southern states 
have been displaced as the nation’s leading 
timber producing area. However, with the 
aid of reforestation and second growth pine, 
the South continues to maintain its position 
not only as a lumber producer but as a sup- 
plier of raw material to the rapidly growing 
paper industry. This pine timber which ma- 
tures rapidly now constitutes an important 
source of pulp for the manufacture of news- 
print and kraft paper. 

In agriculture the South has also under- 
gone a marked transformation. Heavily de- 
pendent upon cotton and tobacco for its pros- 
perity in the past, this unbalanced situa- 
tion with its inherent lack of stability is 
now beginning to disappear. Both the cli- 
mate and the soil vary sufficiently to pro- 
duce a wide variety of crops. In some in- 
stances two crops can be produced in a sin- 
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gle season. Dairying, the raising of live 
stock and the growing of fruits and vege- 
tables have given greater diversity to the 
South’s agricultural output. As a result, the 
economic status of farming has greatly im- 
proved over the past two decades. 


Electrical Energy 


NOTHER favorable influence upon agri- 
culture in the South has been the avail- 
ability of an abundant supply of cheap fer- 
tilizer, produced in the area utilizing power 
obtained from the Tennessee Valley Au- 
thority. The growth of the electric power 
industry has been of considerable propor- 
tions over the past quarter of a century. 
This is especially true of the generation of 
electricity by water power. 


Only a single area, the Pacific Coast, occu- 
pies a more important place in the nation’s 
hydro-electric power supply than the South- 
ern states. In 1946 the total output of elec- 
trical energy in the United States aggre- 
gated 223 billion kilowatt-hours of which 
36.6 billion or approximately 16 per cent 
was generated in the Southern states. Of 
the total national output of electricity, 78 
billion kilowatt-hours or 35 per cent repre- 
sented energy generated by water power. In 
the Southern states generation of electricity 
from water power was relatively heavier, 
amounting to 21 billion kilowatt-hours or al- 
most 58 per cent of the total energy gener- 
ated. Electricity produced from water pow- 
er in the Southern states accounted for al- 
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most 27 per cent of the country’s total. The 
production of hydro-electric power in two 
states, Alabama and Tennessee, exceeded 12 
billion kilowatt-hours or 15.5 per cent of the 
total of the country. 


Most striking is the rapid expansion in 
the area dominated by the Tennessee Valley 
Authority. Notwithstanding the heavy de- 
mands for energy during the war, demand 
shows no signs of abatement even in peace. 
Since 1942 production of electricity from 
water power more than doubled in arezes 
dominated by the Tennessee Valley Author- 
ity. 

The impact of this growth of cheap power 
has been far reaching not only in its effects 
upon agriculture and the standard of living 
in this area, but upon industry itself. It has 
aided in the mechanizetion of older indus- 
tries and in the creation of new ones espe- 
cially those devoted to chemical manufac- 
turing or processes that are basically chem- 
ical and utilizing large amounts of electri- 
cal energy. Of these the developments of 
the manufecture of aluminum in the South 
has been most notable. 


Industrial Development 


T is not surprising therefore that the 
Southern states should have grown in 
importance industrially since the beginning 
of the present century. In 1899 the dollar 
value of manufactures in this area account- 
ed for less than 6 per cent of the country’s 
total. By 1929 the proportion had grown to 
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The Light of Wisdom 
Has Never Ceased to Shine 


Information . . . facts . . . reliable knowledge of 


securities and market conditions have always 
been the only sound foundation for successful 
investing. These are available today, no less than 
ever. In the present uncertainties that simple 
fact is too easily overlooked. 

As investment dealers, we take it as our re- 
sponsibility to keep abreast of developments, to 
have the facts and information our clients need 
—taking both the past and the future into con- 
sideration and rejecting rumor, conjecture and 
unfounded fears or optimism. 

Beyond this, we are continuing a close and 
interested contact with the security markets— 
maintaining in good order the machinery by 
which our clients’ business can be transacted 
most efficiently. 


The elements are all present—the danger of 
the day is in action without reason. We are con- 
fident of the service we shall continue to render 
those investors, both institutional and individ- 
ual, who see the opportunities as they exist. 


R. W. Pressprich & Ge 


68 William Street 201 Devonshire Street 
NEW YORK 5 BOSTON 10 


Members New York Stock Exchange 


GOVERNMENT, MUNICIPAL, RAILROAD, 
PUBLIC UTILITY, INDUSTRIAL BONDS 
AND INVESTMENT STOCKS 
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8.4 per cent end in 1939, the last year for 
which the Census of Manufactures was tak- 
en, the share of the Southern states was 
slightly in excess of 10 per cent. 


Some idea of the growth of industry in 
the Southern states is apparent upon refer- 
ence to the accompanying table: 


Value of 
Number of Manufactures 
Census Industrial (billions of 
Year Establishments dollars) 
1899 21,065 .63 
1914 28,622 1.59 
1919 29,857 4.36 
1929 24,218* 5.17 
1937 17,924* 5.48 
1939 20,178 5.33 


“Serves the South” 


HIS broad progress was not without its 
effects upon the railroads serving this 
well integrated economic empire. Of all the 
systems serving the South, none exemplifies 
its very name as the Southern itself. Its 


*The decrease in the number of industries arises from 
consolidations and partially as a result of liquidation of 
other industries. This should not be construed as losses 
resulting from migration as in other areas. 
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lines traverse every state east of the Mis- 
sissippi and south of the G.iio Rivers ex- 
cept West Virginia and Florida. Together 
with its subsidiaries aggregating 7,800 
miles, the Southern reaches virtually every 
industrial center of any importance in this 
area. In 1945 the populetion of these states 
was 25 millions (estimated) or 19 per cent 
of the entire country. 

Although Southern Railway encountered 
difficult times during the early thirties, the 
road showed some resiliency and was well 
on the way towards recovery even before the 
war broke out in 1939. Much of this was due 
to the trend towards industrialization of 
the territory from which Southern was a 
beneficiery. The war only accelerated the 
trend that had already been in progress. At- 
testing thereto is the graph showing the in- 
dices of growth of traffic of Southern Rail- 
way and the country as a whole. Observe 
how the gap between this carrier and the 
rate at which traffic of all railroads in the 
country, has widened in favor of the South- 
ern. 


Reflecting the industrialization of the 
South has been the increase in proportions 
of manufactures handled by this road. In 





TABLE I 
DETAILS OF REVENUES, EXPENSES, ETC. 
1936 - 1946 
Income 
Total Available 
Year Operating Operating Operating For Fixed Fixed Net 
Ending Revenues Expenses Ratio Charges Charges Times Income 
Dec. 31 (000’s) (000’s ) (percent) (000’s) (000’s) Earned (000’s) 
1936 $ 96,274 $ 67,416 70.0 $21,150 $16,845 1.26 $4,304 
1947 98,435 71,811 72.9 17,333 16,527 1.04 806 
1938 89,419 63,592 713 16,078 16,570 0.97 570* 
1939 99,845 68,413 68.5 23,396 16,908 1.38 6,488 
1940 105,905 72,870 68.8 23,804 16,450 1.44 7,354 
1941 139,926 88,547 63.3 35,302 15,932 2.21 19,370 
1942 204,605 113,746 55.6 49,083 15,694 3.13 33,388 
1943 245,532 136,604 55.6 38,248 14,720 2.60 23,528 
1944 260,978 156,911 60.1 36,585 14,323 2.55 22,261 
1945 247,536 173,945 70.3 29,972 13,674 2.19 16,298 
1946 2125041 171,792 81.0 21,903 12,651 1.73 9,252 
* Loss. 
TABLE II 
Year Ending Dec. 31 
Details 1935 1946 Change 
Current Assets ___. SE Lae en aise ONS Seat See $19,015,611 $90,971,989 $71,956,378 
TTL 17,802,095 46,063,857 28,261,762 
A ae ES a 1.06:1 ok... eee 
moe wornme Conte Lt .. 1,213,516 44,908,132 43,694,616 
i ea a 5,999,150 27,220,429 21,221,279 
Temporary Cash Investments = __-__--- 27,660,000 27,660,000 
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1923 manufactures accounted for 21.45 per 
cent of total tonnege. In recent years the 
proportion has grown; in 1946 it amounted 
to 31.02 per cent. 


Finances Strengthened 


URING the years 1931-1935 Southern 
failed to cover its interest require- 
ments. The road found it necessary to bor- 
row from the Reconstruction Finance Cor- 
poration to maintain its solvency. Alto- 
gether, a total of 31.4 million dollars was ob- 
tained from the government agency partly 
for the purpose of replenishing working 
capital and for meeting maturing obliga- 
tions. All of this indebtedness was even- 
tually repaid aided by borrowing from the 
banks. This indebtedness was completely 
discharged by 1942, from earnings. 
Beginning with 1936 earnings began to 
improve, slightly at first, and then, aided 
by the war at a more rapid pace. This is 
shown in the accompenying table containing 
statistics of revenues, expenses, and earn- 
ings, etc. (see Table I). Operating revenues 
rose rapidly but heavier costs and taxes re- 
stricted correspondingly rapid increases in 
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earnings. Nevertheless net income was sub- 
stantial and the company utilized it to re- 
duce debt and to build up its financial 
strength. Dividends of the common stock 
were not restored until 1943. Details of the 
changes in the company’s working capital 
position, cash, etc. appear in Table II. 


Debt Reduced 


T the beginning of 1936 funded debt 
stood at 288 million dollars. By the end 
of 1946 this amount had been reduced to 
234 millions. Southern Railway concentrated 
heavily upon the retirement of the General 
and Development Mortgage bonds the bulk 
of which carry coupons bearing interest at 
the annual rate of 6 and 6% per cent. As a 
result interest charges declined from their 
peak of almost 17 million dollars to the pres- 
ent level of 12.2 million dollars annually. 


The difference between debt outstanding 
at the beginning of 1936 and 1946 does not 
actually reflect total bonds retired. In the 
interim Southern Railway issued equipment 
trust certificates aggregating 59.75 million 
dollars. A total of $27,539,000 of equipment 
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trust certificates were retired since the be- 
ginning of the period under consideration. 
If to the reduction of 63.5 million dollars in 
mortgage bonds there is added the decrease 
in 27.5 million dollars of equipment trusts 
certificates and 6.8 million dollars of lease- 
hold obligations, system debt retirements 
aggregated 97.8 million dollars. 


In addition, Southern Railway made gen- 
erous expenditures on capital account. Road- 
way, track and structures were improved 
and additional equipment added. Since 1940 
more than 250,000 tons of new rail or the 
equivalent of 1,290 miles, was laid in the 
system tracks. Southern purchased consid- 
erable Diesel power units which rendered it 
possible to discard numerous old steam loco- 
motives that were no longer economical to 
operate. Existing shop facilities were mod- 
ernized. The road has been able to conduct 
its transportation very efficiently by virtue 
of these expenditures, adequete traffic and 
the ability of the management. 


Southern Railway’s permanent growth of 
traffic, attenuated interest charges and am- 
ple working capital balances should leave 
little doubt as to how this carrier would 
fare in the event of a protracted depression 
in the future. Net working capital balances 
currently exceed three years interest. In 
view of the marked economic progress that 
the territory served by this road has under- 
gone, its credit has been favorably affected. 


“Look South” 





F even greater importance than the im- 

proved finances of this single carrier 
chosen as a representative example within 
its territory, is the augmented traffic vol- 
ume of ton-miles which made the improve- 
ment possible. The relatively high level and 
character of tonnage lends support to the 
belief that the area south of the Mason and 
Dixon Line is now constituted on so sound 
an economic basis as to merit the attention 
of the most conservative investors. 


Those investors seeking new outlets 
should heed the railroad company’s invita- 
tion to industrialists to “Look South.” 


(A later article will view the Northwest 
region through traffic figures of the North- 
ern Pacific Railway Company.—Ed.) 





HOLDERS OF RAILROAD SECURITIES will be inter- 
ested in a booklet prepared by R. W. Press- 
prich & Co., New York, giving data described 
in its title, Railroad Company Bond Purchases 
and Retirements 1941-46. 
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In his five-article discussion of investment company shares, Mr. 
Stevenson will draw on some of the observations in his book, Shares 
in Mutual Investment Funds.* The first article which appeared last 
month was concerned with the history, background and development of 


the investment fund 


idea. This month Mr. 


Stevenson considers the 


organization, operation and objectives of investment companies.—Editor’s 


Note. 


§ > previous article closed with a men- 
tion of the important differences be- 
tween the two major types of management 
investment companies, the closed-end and 
the open-end types. These differences in 
structure and operation sometimes result in 
somewhat different approaches to invest- 
ment policy, but not in the long run, appar- 
ently, in any great variation in actual in- 
vestment performance. 

The closed-end companies, with capital 
raised once and for all, under no necessity 
of selling their merits day by day to new in- 
vestors in order to maintain the amount of 
their invested capital against daily share 
redemptions, manifestly have a somewhat 
freer hand in determining investment policy 
than their open-end competitors. The man- 
agers of an open-end company, obligated to 
redeem shares on demand, would be expect- 
ed to weight their portfolios more or less 
heavily with readily marketable securities 
of well-known, high-quality corporations, 
and to be conscious of the necessity of main- 
taining a constant flow of new subscriptions 
for their own shares. 


With capital structure complete and 
closed, there would be no reason why the 
portfolios of closed-end companies should 
not contain (and many do contain) commit- 
ments in securities of promising but less 
well-known companies, in “special situa- 
tions” of relatively restricted marketability, 
and very occasionally in underwritings of 
new securities. While these divergent ten- 
dencies may be said to exist in general it is 
only in general. There are many exceptions 
to the rule in both types of companies. Thus, 
one frequently finds, on the one hand, open- 


*Published by Vanderbilt University Press, Nash- 
ville, which, as copyright owner, has given permission 
to use in these articles certain material therein. 


end companies largely or wholly devoted to 
“growth” portfolios, or which on occasion 
participate in underwritings of new securi- 
ties, and, on the other, closed-end companies 
pursuing a highly conservative “balaneed” 
policy of investment in the bonds and pre- 
ferred stocks as well as the common stocks 
of the better known corporations. 


Therefore, any student of investment 
companies ought to keep firmly in mind that 
here analysis starts not so much with finan- 
cial statements as with investigation of pol- 
icy as expressed in the history of the port- 
folio. In the investment company field man- 
agement may be fairly judged only in the 
light of what management is trying to ac- 
complish. 


Organization and Operation 


ITH a very few exceptions, the closed- 

end companies have a corporation 
structure. On the other hand, a substantial 
number of the open-end companies are ac- 
tually trusts, operating under a declaration 
of trust rather than a charter, and issuing 
certificates of beneficial interest rather than 
corporate shares. Many of the earlier com- 
panies, particularly those originating in 
Boston, were essentially co-operative or mu- 
tual in their inception, so that the terms 
“Boston-type investment fund” or “mutual 
investment fund” are often used to describe 
open-end investment companies whether or 
not they happen to have the trust or corpor- 
ation form of organization. 


So far as investment management ar- 
rangements are concerned, these vary with- 
out regard to the type of company. Both 
closed-end and open-end companies were 
usually formed in one of four ways, (1) by 
a group of investors looking for investment 
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management, (2) by trustees or an invest- 
ment counsel firm seeking additional funds 
to supervise, (3) by an investment banking 
house (often the securities affiliate of a 
bank) wishing to capitalize on its own re- 
search facilities and at the same time to 
sell the investment company issues to the 
public, and (4) sometimes by a salesman or 
group of salesmen interested in investment 
companies and looking for a sales vehicle. 


Thus we find investment companies or 
even groups of companies whose investment 
management is handled by an affiliated in- 
vestment banking house, or by their own 
trustees or directors, or by the sponsoring 
investment counsel firm, or under contract 
by a management firm or partnership set up 
especially for the purpose. In many cases 
whether the company employs outside in- 
vestment advice or not, it maintains its own 
research staff. These organizations are fre- 
quently rather formidable in size and re- 
sources, and make use of standard research 
techniques in addition to maintaining wide 
industrial and business contacts by field 
representatives and through the officers and 
directors or trustees of the company itself. 
Moreover, the officers, directors, and trus- 
tees of American investment companies to- 
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day include a large number of highly compe- 
tent people, many of them directors or 
trustees of leading corporations, banks, 
charitable and educational foundations and 
the like. To have information not readily 
available elsewhere, and to have it acted 
on by personnel of disciplined intelligence 
on a full-time basis should be as valuable 
in the business of managing capital as in 
any other. 


Fiduciary Attitude 


T this point, differences in organization 
and operation of the two main types of 
compeny require that some account be giv- 
en of the special characteristics of the open- 
end funds. Though the shares of these funds 
are bought by large as well as small invest- 
ors, they were originally conceived to be of- 
fered mainly to the latter. Accordingly, 
most mutual funds spelled out in their char- 
ters or in their declarations of trust from 
the beginning a series of covenants, restric- 
tions and special features, in many cases 
anticipating the much later requirements of 
the Investment Company Act. The environ- 
ment of private, professional trusteeship in 
which many of the older open-end funds 
were born, is thought to have conditioned 
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them at a fairly early date towards the fi- 
duciary attitude and habit of mind on which 
the Securities end Exchange Commission 
was later to lay so much emphasis. Be that 
as it may, the fact is that as the industry 
has progressed to maturity all the com- 
panies of whatever type have come increas- 
ingly to be characterized by end to recog- 
nize formally a strict sense of obligation to 
their shareholders. And this has come about 
in large measure because of the highly co- 
operative attitude of the industry in joining 
with the S.E.C. to draft the provisions of 
the Investment Company Act of 1940. 

The Act in effect codified many existing 
provisions in charters, declarations of trust, 
by-laws, contracts, etc. of both closed-end 
and open-end companies, modifying some, 
eliminating some, and adding new ones. Un- 
der the Act as now existing and under the 
eyes of the Securities and Exchange Com- 
mission as its administrator, the buyer of 
investment company shares is about as 
nearly entitled as he can ever be to forget 
his enxieties about the honest care and ad- 
ministration of his funds. 





Forms of Organization 


ERHAPS the majority of stock and 
bond buyers are more familiar with the 
corporate form of business organization 
than with the trust form. Some comment on 
the details of organization of the mutual in- 
vestment fund when in trust form accord- 
ingly seem appropriate. Such a fund has 
been compared, though not with complete 
aptness, to a private, revocable living trust. 
The declaration of trust has been executed 
by the original trustees for the benefit of 
themselves as donors and of all who may 
thereafter contribute to the trust. The in- 
vestor becomes bound at the time of pur- 
chase by the terms of the trust, from which, 
however, he may withdraw at his pleasure, 
receiving the value of an aliquot share of 
the trust assets at that date. The contribu- 
tors to the trust are the beneficiaries and 
equitable owners, and the trustees the legal 
owners of the trust res. The trust has a defi- 
nite termination date, generally twenty, or 
survivor of the original trustees. 
A later article will discuss in more de- 
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tail some of the legal aspects of this situa- 
tion. At this point it is sufficient to note that 
the mutual investment fund in trust form 
is, as a business entity, much more anal- 
ogous to a corporation than a corporation is 
to a trust. From the viewpoint of the in- 
vestur there is little if any practical differ- 
ence between an open-end investment trust 
and an open-end investment company. In 
either type of organization, the sharehold- 
er’s contractual right of surrender at “net 
asset value” exists, and so places him in a 
different position than if he held a shere in 
a closed-end company. 


Trust Form of Fund 


N the trust form of mutual investment 

fund, what may be regarded as typical 
provisions of the declaration regarding the 
trustees may be briefly summarized as fol- 
lows: The trustees are liable only as such 
and to the extent of the trust property, and 
not personally, nor may they bind the share- 
holders personally; they hold legal title to 
the trust property and manage it as fully 
as if they were the absolute owners; they 
are usually self-perpetuating (there are ex- 
ceptions), subject, of course, to rights of 
action to remove them; they may amend the 
trust, sometimes, however, subject to cer- 
tain veto powers of the shareholders, and 
they have broad investment powers. 


These latter powers, however, are often 
restricted in certain respects, notably with 
regard to the maximum commitment per- 
mitted in the securities of any one issuer or 
obligor, and sometimes by standards de- 
scriptive of the classes of securities author- 
ized for purchase. Further trustees’ powers 
usually include the power to borrow for the 
benefit of the trust up to a specified limit; 
to redeem and repurchéese shares and for 
that purpose to determine “net asset” or 
“liquidating” value; to employ agents, in- 
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cluding depositaries, and to enter into a 
management contract with an outside firm 
or individual. 


In many cases the employment of a de- 
positary is mendatory, and in almost all 
cases one is employed. The depositary con- 
tracts are usually rigidly drawn, providing 
for a bank or trust company to have custody 
of and handle all of the assets, cash, and in- 
vestment property of the trust, the trustees 
never to have physical possession of eny of 
it. The depositary ordinarily performs 
many other functions, such as acting as 
transfer and dividend disbursing agent, 
handling receipts of income, receipt and de- 
livery of securities, placing of orders for 
the purchase and szle of securities, general 
accounting work, including computation of 
redemption price, and, as agent for the trus- 
tee, actual redemption and repurchase of 
shares. 


Corporate Type of Fund 


HERE the mutual investment fund is 

in corporate form the general provi- 
sions with respect to powers and operations 
are not different in effect, though they vary 
somewhrt in detail on account of the for- 
mal differences between a corporation and 
a trust, and on account of some of the par- 
ticularities of various state corporation 
statutes. The charters and by-laws of the 
incorporated investment funds taken to- 
gether with applicable statutes, contain the 
same general protective and other provi- 
sions as are found in the declaration-of- 
trust type. 


As was stated in the preceding article 
and earlier in this one, the provisions of the 
Investment Company Act of 1940 and the 
regulations under it implicitly modify many 
of the charter or declaretion-of-trust pro- 
visions summarized above. In many cases 
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the companies themselves have modified or 
amended such provisions to conform to the 
Act. 


System of Distribution 


N both types of mutual investment fund 

arrangements for distribution to the 
public are the same. Usually there is a sin- 
gle wholesale distributor, termed “principal 
underwriter” in the Investment Company 
Act, who in turn makes agreements with re- 
tail dealers in various centers for final dis- 
tribution. The principal underwriter (often 
called “sponsor”’) has the exclusive privilege 
of purchasing shares from the fund at net 
asset value, and these it sells to the retailer 
at a profit, for resale to the public at a 
price bearing a fixed relation to net asset 
value. The “load”, or spread between net 
asset value and retail offering price, varies 
between about 6% and about 9% of the re- 
tail price. 

As the general public has become better 
informed about investment company shezres, 
however, there has been indication of a 
trend toward lower selling charges, and it is 
probable that the average “load” is now 
around 714%. However, the load constitutes 
both the buying and selling charge, since 
the shareholder may ask the fund itself to 
redeem his share at net asset value. As a 
matter of custom redemptions are usually 
handled by the retail dealer through the 
sponsor, and at no cost to the shareholder. 

The system of retail distribution carried 
on by the sponsors of the 70 or more active 
open-end companies is remarkably effective 
and net sales are now running at something 
over $200,000,000 annually. Not the least 
important aspect of the distribution system 
is the large amount of information about 
the funds systematically being brought to 
attention of shareholders and, through the 
large numbers of prospective investors ap- 
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proached, to considerable segments of the 
general public. 


Information to Shareholders 


HE funds themselves must transmit de- 

tailed reports periodically to sharehold- 
ers. In addition, sponsors and retail dealers 
provide both shareholders and prospective 
customers (concurrently with official pros- 
pectus, where required) with special mem- 
oranda, comparing the performance of their 
own companies to that of the stock market 
averages, and often with excellently written 
general financial and economic bulletins as 
well. The closed-end companies also furnish 
their shareholders with full periodic infor- 
mation, including reports which are often 
valuable commentaries on financial condi- 
tions, but, for obvious reasons, not so much 
of it reaches the public in general as in the 
case of the open-end companies. 

The managements of both types of com- 
panies frequently express in their formal 
reports a willingness to answer sharehold- 
ers’ questions, with obvious limitations as 
to the type of information that might prop- 
erly be disclosed. In these ways the invest- 
ment companies are making a valuable con- 
tribution to investment education, because 
not only do the financial statements of the 
companies disclose details of operation and 
the status of the shareholders’ funds, but 
they also reveal, through the accounts of 
purchases and sales and by the percentages 
alloted to different investments, the actual 
operetion of investment judgment. 


Diversification Practices 


N the investment policies of the invest- 
ment companies there is as wide a varia- 
tion as among individuals, and for the same 
reason; that is, on account of different in- 
vestment objectives and of different ideas 
as to the best means for reaching the same 
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objectives. However, the companies seem 
unanimous in holding two convictions,— 
that continuous research is essential and 
that selective diversification is of the high- 
est importance. The first has been touched 
upon earlier, and, as to the latter, it may 
well be that most investors are already 
heartily sick of the word. At any rate, it 
seems certain that as an investment princi- 
ple diversification has been both oversold 
and misunderstood. 


The two most frequently made mistakes 
are, first, not to realize that at the same 
time as diversification limits risk, it also 
limits opportunity, and, next, to suppose 
that diversification, however broad, will 
prove an airtight protection against cyclical 
market declines. It does greatly lessen the 
risk of loss of all one’s principal or of all 
one’s income, but, to quote from the 1944 
annual report of Scudder, Stevens and 
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Clark Fund, Inc., “To be truly effective, di- 
versification must be informed and intelli- 
gent, not merely wide . . . Otherwise, di- 
versification mzéy result only in dilution of 
investment results”. However, if the term 
“investment results” includes the factors of 
capital preservation and appreciation, and 
of adequacy and stability of income, as it 
should, then it is fair to inquire whether the 
potential purchaser of investment company 
shares cen elsewhere or through his own re- 
sources attain, over a period of years, the 
same results. 

So far as the physical fact of diversifica- 
tion is concerned, few save the largest in- 
vestors can by direct investment equal what 
the smallest may do through the purchase of 
investment compeny shares. Thus, taking 
the statement of Massachusetts Investors 
Trust at the end of 1946, the largest single 
commitment in dollars per $1,000 of net as- 
sets was $32.00 and the smallest $0.29. Sim- 
ilar figures for Fidelity Fund, Inc., (Gov- 
ernment bonds excluded) were $53.00 and 
$0.17. And at the same date the largest and 
smallest commitments (Government bonds 
excluded) were $35.38 and $0.20 per $1,000 
of net assets of The Lehman Corporation. 

Even in companies committed to a policy 
of relative concentration in “special situa- 
tions”, the maximum commitment in any 
one situation is usually surprisingly small 
in relation to the portfolio as a whole. Thus, 
the amount at risk in any one commitment 
is, in terms of the cost of one share of a giv- 
en investment company, very, very small in- 
deed. Aside from this negative aspect of the 
matter, there is a positive contribution 
made by diversification such as is found in 
the portfolios of the companies, which may 
contain from 60 to 200 or more separate 
items, and that is the contribution to stabil- 
ity and continuity of income. 
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If the purchaser of investment company 
shares is not a speculator but one who, in 
Justice Putnam’s well-worn phrase, is con- 
cerned with “the probable income as well as 
the probable safety of the capital to be in- 
vested’, then he will have a hard time find- 
ing a single investment in the continuity 
and relative stability of whose income he 
may have the same confidence as in the case 
of the investment company share. 


Investment Objectives 


EFORE coming to a comparison of in- 

vestment performance, it is necessary 
to examine those features of policies and in- 
vestment objectives which result in group- 
ings of investment companies having simi- 
lar characteristics, regardless of whether 
they are closed-end or open-end companies, 
or are in trust or corporate form. The class- 
ifications cannot, of course, be absolute. One 
such series of groupings would include the 
following types: 


(1) Common stock companies, in which 
portfolios are always or predomi- 
nantly in common shares; 


Bond companies, portfolios restrict- 
ed to bonds; 


Balanced, or comprehensive funds, 
whose portfolios include common and 
preferred stocks and bonds, in pro- 
portions varying from time to time; 


(a) Specialty companies whose port- 
folios ere limited to the securities of 
one, or of not more than two or three 
industries. 


(b) Specialty companies, (usually 
groups of portfolios under one man- 
agement) in which shares of each 
group, or “package”, may be pur- 
chased separately. These cover both 
industries and classes of securities; 
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for example, tobacco, steel, railroad, 
or chemical series, or low-priced com- 
mon stocks, high-income preferred, 
medium-grade bonds series, and so 
on. 


Within these groups there are various ‘ob- 
jectives, and varying degrees of conserva- 
tism, so that another grouping would dis- 
tinguish so far as possible between com- 
panies whose main objectives are: 


(1) Principal appreciation through mar- 
ket operations; 

Principal appreciation through selec- 
tion of “growth” companies; 

Better than average income; 
Discovery of “special situations” 
where substantial commitments plus, 
possibly, participation in manage- 
ment over a considerable period of 
time mzy result in unusual apprecia- 
tion. 

A middle-of-the-road result, achieved 
through periodical variations in port- 
folio balance between cash, bonds and 
equities. 

Relatively greater safety of princi- 


(2) 


(3) 
(4) 
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pal and stability of income (high- 
grade bond funds). 


The succeeding article will give considera- 
tion to the investment results achieved by 
the companies in the light of their varying 
objectives, and also will discuss the adwan- 
tages and disadvantages of the investment 
company share as an investment vehicle. 


Tax Exempt Bonds Suggested 


NEW factor in the Government bond mar- 

ket is the probability that for the first 
time since 1931 the Federal Budget may be 
balanced for the current fiscal year ending 
June 30, Wayne R. Bennett, vice president, 
Continental Illinois National Bank & Trust 
Co., Chicago, said in an address before the 
Ohio Bankers Assn. Trust Conference on 
Investing Trust Funds in 1947. Materially 
higher yields on long Government and quality 
corporate bonds are unlikely this year, he be- 
lieved, and “an increase in Government short 
term rates will not help much in investing 
trust funds.” 


Large trusts should consider tax exempt 
securities, where substantial changes have 
taken place in the past year, Mr. Bennett ob- 
served. Citing recent flotations of the State 
of West Virginia, he pointed out that on Feb- 
ruary 20, 1946, the state borrowed one million 
dollars in 1 to 24 year serial bonds at an in- 
terest cost to the state of .89%, and almost 
identical bonds on March 26, 1947 went at 
1.4284% — an increase of .54% in yield in 
thirteen months. This increase in cost of 61% 
to the State of West Virginia, he suggested 
reflects the increase in supply, present and 
prospective, and a possible reduction in taxes. 
The prospective supply of over two billion 
dollars of tax exempt bonds over the next 
fifteen months might put rates at more attrac- 
tive levels. 
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Wider Powers for Fiduciaries 


IMITATIONS upon trustees, to so-called 
legal investments in Pennsylvania, are 
producing real hardships, A. Robert Bast, vice 
president, Land Title Bank & Trust Company, 
told the Banking Club of the University of 
Pennsylvania at a recent meeting. 

With Government bonds today yielding a 
bare 2% per cent, state and municipals less 
than 2 per cent, mortgages and ground rents not 
being obtainable, and the few corporate bonds 
available under the Act of 1935 returning in the 
neighborhood of 3 per cent, he asserted, bene- 
ficiaries accustomed to 4 and 5 per cent are 
having trouble meeting high taxes and the 
high cost of living. “Instead of laying the 
blame on the state statutes and on economic 
conditions, the usual course is to criticize the 
trustee, who, of course, is bound by the terms 
of the particular instrument.” 


The Philadelphia banks for over 10 years 
have been advocating legislation to liberalize 
investment powers for fiduciaries, Mr. Bast 
declared. A bill of this nature, barely failed 
of passage two years ago, but a measure “to 
allow freedom of action in the. selection of 
desirable investments,” is now again before 
the Legislature. 


Geographic Aspects in Economics 


THE IMPORTANCE OF GEOGRAPHIC CONSIDERA- 
TIONS in investment is strikingly demonstrated 
in Dr. Seymour Harris’s study, New Eng- 
land’s Decline in the American Economy, 
which appears in the Spring 1947 number of 
the Harvard Business Review. Dr. Harris’s 
conclusion that one of New England’s weak- 
nesses is her dependence on manufacturing 
will interest and probably surprise many read- 
ers. The article is recommended to those who 
have regional interests in any part of the 
country. 
e 

IN BRITAIN there were only 60 persons who had 
incomes last year, aside from taxes, of $24,000 
or more. 
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an estate has always confronted executors and 
trustees with special difficulties. Today’s tax sched- 
ules bring these difficulties into sharp focus. 





Frequently, a Secondary Distribution or a Spe- 
cial Offering on a Stock Exchange is the proper 
solution of the problem. Or, perhaps the block 
is suitable for private placement with a few large 


investors. 


In any event, best results are obtained through 
the cooperation of an investment firm which is 
familiar both with the requirements of trusts and 
estates on one hand and with the market for such 


securities on the other. 


If you are faced with such a problem, one of our 
partners will be glad to discuss the subject with you. 
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LIFE TENANT vs. REMAINDERMAN 


Suggestions for Resolving Traditional Conflicts re Investments, 
Income and Drafting 
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UCH has been written of newer and 

progressive theories of trust manage- 
ment, and more often than not the discus- 
sion revolves about the undecided czse of 
Legal List Investment Rule vs. Prudent Man 
Investment Rule, with the verdict of expert 
and professional opinion asserting that the 
latter is more progressive and desirable. 
The measure of true progress is determined 
by the improvement in results attained or 
in the means to attain the same results. To 
conclude arbitrarily thet the results under 
one legal system of trust administration 
are more satisfactory than under the other 
would be to discredit unfairly the theory un- 
derlying the other. Each is an attempt to 
balance equitably the rights of the life ten- 
ant and the remaindermen. However, it 
seems to be generaily accepted that a more 
widespread adoption of the prudent man 
rule would make for more satisfactory trust 
administration. 

The prudent man rule, which has been 
quoted with increasing frequency in recent 
years, states that “a trustee must observe 
how men of prudence, discretion and intelli- 
gence manage their own affairs, not in re- 
gard to speculation, but in regard to the per- 
manent disposition of their funds, consider- 
ing the probable income, as well as the prob- 
able safety of the capital to be invested.” 
Harvard College vs. Amory, 9 Pick. (Mass.) 
The rule is not fool-proof, its great weak- 
nesses being in its application. Although 
commentaries, legislation and court deci- 
sions based on the rule are voluminous, it is 
evident that the determination of whether a 
trustee’s particular course of conduct con- 
forms with it is a matter of judicial inter- 


pretation. The decisions of the courts of the 
various states are difficult to reconcile. For- 
tunately, many courts, like those of Massa- 
chusetts, have consistently maintained a 
liberal attitude towards the trustee. 


Conservative Tendencies 


HE rule, in and of itself, recognizes the 

nucleus of a major problem of trust 
management, nemely the balance of the ad- 
verse and confiicting interests and rights of 
the life tenant and the remainderman. Al- 
though the prudent man rule gives the trus- 
tee a broad discretion and much latitude, it 
often produces a result other than the one 
intended. The trustee hesitates to use this 
discretion, and concerns himself over pos- 
sible litigation if the contemplated invest- 
ment should not turn out 2s anticipated and 
a loss result. He permits possible future 
contingencies to influence appreciably his 
present judgment. Consequently he commits 
himself to high-grade low-yielding corpor- 
ate bonds, United States Treasury bonds 
and the better grade “blue chip” equities, 
much to the satisfaction of the remainder- 
man but at the expense of the life tenant. 
The latter can find little cause for legal com- 
plaint because an investment portfolio made 
up of such securities is a compliance with 
the terms of the prudent man rule—it is a 
conservative investment program that a 
man of prudence might well adopt for him- 
self, not in regard to speculation, but in re- 
gard to a permanent disposition of the 
funds, considering income and safety of the 
capital invested. 


If the production of more income is the 
test of a better managed trust, then it re- 





quires little imagination to understand that 
the conservative tendencies so prevalent 
among trustees under the prudent man rule 
can produce no better results than the legal 
list rule. Also the converse could conceiv- 
ably be true; the legal list trustee can pro- 
duce no better results for the remainderman 
than the conservative prudent man rule 
trustee. : 


Under either rule, the fundamental hu- 
man instincts of self-preservation and self- 
protection guide the trustee in his adoption 
of a policy of trust management and in his 
selection of investments. Whether the trus- 
tee is in a legal list state or a prudent man 
state, so long as the law is susceptible to 
varied interpretations relative to the rights 
of life tenent and remainderman, he will be 
tempted to follow a conservative policy of 
management of which neither can legally 
complain, and at the same time retain unto 
himself whatever advantages the law af- 
fords by way of protection. It is evident 
that the meximum utility of the trust con- 
cept of property management is not thereby 
attained. 


Attitudes of Settlors 


F the professional draftsman would ex- 

plain more fully the law and trust man- 
agement problems to a prospective settlor, 
he would probably find the settlor’s think- 
ing leaning strongly in favor of maximum 
benefits for those people closest to him, 
generally the life tenants, and to leave the 
remaindermen no more than what the term 
implies—what remains after the life tenant 
has received his benefits in accordance with 
the settlor’s intention. A remainder is, at 
its practical as distinguished from legal 
best, a contingent interest, contingent both 
as to when it will vest and in what amount. 
Normally a mén creating a trust makes pro- 
vision for remainders over to complete the 
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transfer and disposition of his full title to 
the trust property, and at the same time to 
reward remotely certain objects of his gen- 
erosity and affection, on a contingent basis. 
It is well settled in his mind that the re- 
mainder interests are not his primary con- 
cern. 

In support of this we need not look beyond 
the current trends in trust draftsmeanship. 
Once the adverse interests of life tenants 
and remaindermen are explained to thm, 
settlors have exhibitd a marked willingness 
to include in trust instruments powers to 
encroach on principal for the use of the life 
beneficiary, provisions against amortizing 
bond premiums, powers of the trustee to 
make his investment commitments without 
regard to any rule of law, and a wide varie- 
ty of exculpatory clauses and discretionary 
powers. Yet in spite of such broad powers 
and protection, trustees are inclined to con- 
tinue to follow very conservative tenden- 
cies lest they be accused of an improper-ex- 
ercise of discretion. Again practical trust 
administration does not give effect to the 
manifest intention of the settlor, which, in 
turn, becomes secondary to the management 
problem. 


Allocation of Expenses 


LLOCATION of .expenses of manage- 
ment between life tenant and remain- 
derman presents a troublesome question. 
For the purposes of this discussion, it suf- 
fices that many expenses are charged 
against income, thereby reducing substan- 
tially the income payable to the life tenant. 
Among these are current taxes, repairs, in- 
surance, water bills, trustees’ compensation, 
legal fees and ordinary expenses. Unusual 
expenses are allocated to principal. In ac- 
tual practice, most expenses are charged to 
income. 
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The law, in its efforts to allocate the ex- 
penses of a trust fairly and equitably, de- 
prives the life tenant of income a settlor in- 
tended that he should have, but omitted to 
- provide for in the trust indenture. For each 
dollar paid out of income for expenses, the 
life tenant is deprived of a dollar of income, 
often necessary for his support; for each 
dollar paid out of principal, the life tenant 
is deprived only of the earning power of 
that dollar, or 4c essuming the trust earns 
4%. It is recognized that the payment of ex- 
penses out of principal will result in a grad- 
ual diminution of the earning power of the 
trust, but it is also evident that the life ten- 
ant will receive a greater measure of enjoy- 
ment because he will receive the advantages 
of the maximum earning power over a long- 
er period. 


This is illustrated by the following table, 
which assumes a trust of $50,000 earning 
4% with annual expenses of $200, and cov- 
ers a ten year period: 

INCOME 
FOR LIFE 
TENANT 
$2,000 

1,992 

1,984 

1,976 

1,968 

1,960 

1,952 

1,944 


BEGINNING SIZE OF 
OF OF TRUST 


Ist year... $50,000 
2nd year. 49,800 
38rd year__ 49,600 
4th year 49,400 
5th year... 49,200 
6th year. 49,000 
7th year. 48,800 
8th year. —s-_- 48,600 
9th year 48,400 200 1,936 
10th year _ 48,200 200 1,928 
At the end of the tenth year the life tenant 
is still receiving more income than if the 
expenses had been wholly charged to income. 
Under this scheme, the ordinary trust for 
the benefit of a widow provides her with 
maximum benefits curing the greater part 
of her remaining life, and at no extraordi- 
nary cost to the remainderman. 
It is difficult to justify the existence of a 
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trust that is not administered, or cannot 
be administered, in full compliance with the 
purposes of the person creating it. Fortu- 
nately, the law will recognize and give effect 
to the intent of the settlor as it is manifest 
by the trust indenture or determined by ju- 
dicial interpretation. 

First, it. behooves the draftsman to ex- 
plain fully to the settlor the adverse inter- 
ests of the life tenant and the remainder- 
man so that the settlor may make known his 
intent. The draftsman should take great 
pains to see that this intent is expressed in 
the trust instrument in unequivocal lan- 
guage. He should make provision for the 
method of paying expenses, legal fees, man- 
agement fees, taxes and charges. 

Second, it is suggested that legal rules of 
construction, in the absence of zny manifest 
intent of the settlor, be resolved in favor of 
the life tenant, so that all expenses, legal 
fees, management fees and taxes would be 
paid out of principal. This represents a rad- 
ical departure from present legal concepts, 
but it would appear to be more generally in 
accord with a settlor’s desires. If the settlor 
intends otherwise, he should so provide in 
the indenture. The trustee should continue 
to answer for wilful negligence, improper 
personal profits and purchases of clearly 
speculative securities, and should continue 
to maintain his high standards of fair and 
impartial edministration. But the law 
should favor the life tenant over the remain- 
derman in judging the propriety of an in- 
vestment, in the absence of anything to the 
contrary in the instrument. 

Third, a trustee, when so empowered, 
should depart from the established con- 
servative policies and give full effect to the 
settlor’s intent by a more vigorous and pro- 
gressive management. He will feel at ease 
knowing that the law and the trust instru- 
ment sanction his conduct. 
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AUDIT REVIEW OF TRUST ADMINISTRATION 


Classification of Duties by Type of Account 


EDWIN P. NEILAN 
Vice President & Secretary, Security Trust Company, Wilmington, Del. 


HE Statement of Principles of Trust 

Institutions divides Trust Administra- 
tion into three parts—Settlement of Estates 
—Administration of Trusts—Performance 
of Agencies. It seems necessary to consider 
Audit Review from the same standpoints 
and with the same divisions. 

In the settlement of estates, the trust de- 
partment is charged with the responsibili- 
ties of 

1. Securing the proper appointment from 

the probate courts 
. Assembling, safeguarding and liqui- 
dating assets 


3. Advertising and soliciting claims 
. Accepting, rejecting or compromising 
those claims 


5. Preparing and filing estate and inheri- 
tance tax returns 


3. Paying the accepted claims, expenses 
and allowances in the proper order of 
priority. 

. Distributing the balance of the assets 
in accordance with the express author- 
ity of the instrument or law which 
governs. 

If the trust department does not discharge 
these responsibilities promptly and properly 
liabilities are created which a well designed 
system of audit review can prevent or mini- 
mize. 


Check List 


HAT the personnel handling estates and 

the audit staff assigned to check them 
are familiar with all these requirements is 
a must, as is a properly designed system of 
procedure. An administrative check list of 
the steps to be taken, a properly checked di- 
gest of the terms of the will and a review 
form showing the assets and liabilities of 
the estate and the progress made in liqui- 
dating it are the basis for good administra- 
tion and good audit review. The check list 
and digest should be prepared immediately 
that the account is accepted and the review 
form within ninety days. The review should 


From address before National Assn. of Bank Auditors 
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be approved by the trust committee and re- 
viewed by the audit department every nine- 
ty days thereafter. 

Progress in disposing of perishable goods, 
brokerage accounts, collateral loans and 
speculative assets must be carefully fol- 
lowed by the auditor since most liabilities 
arise from dilatory handling of such assets. 
Naturally no distributions should be made 
before the statutory period for filing claims 
has expired unless such payments have been 
considered and approved by the trust com- 
mittee. 


Federal examination authorities have es- 
tablished eighteen months as the dividing 
line between good and questionable estate 
administration. Inheritance and estate tax 
audits, however, tend to delay larger estates 
and it may well be that twenty or twenty- 
four months is a better choice. Such estates 
should be reviewed carefully. In fact if the 
total number of estates being administered 
exceeds the number received during the pre- 
vious two years, lack of personnel or of 
proper administration may be inferred un- 
less peculiar circumstances exist in each es- 
tate. 


To sum up, audit review of estate admin- 
istration is built upon three documents, the 
digest, check list and estate’s balance sheet. 
It checks the appointment, the inventories, 
and the tax returns to these documents and 
from them the payment of claims, expenses 
and allowances. Once the cash needs of the 
account have been determined, the auditor 
should see to it that assets are liquidated to 
meet these needs and that the needs ‘are 
paid in proper sequence or priority after the 
period for filing claims expires. 


Administration of Trusts—Ten Duties 


ERE again, the auditor must recognize 

the wide diversity of legal and equit- 
able duties imposed by law and the instru- 
ment. Of the sixteen basic duties listed by 
the American Law Institute, ten provide 
a basic outline for audit guidance. 


The duty of loyalty requires the trust 
company never to deal with itself but to ad- 
minister the trust solely in the interest of 
the beneficiaries. Thus any assets sold to or 





purchased from the trust should be brought 
to the management’s attention promptly and 
repeatedly until they have been rectified. 
Today this previous danger has been elim- 
inated in all institutions—but, in a few, 
mortgages originally self purchased may 
still exist and if in existence should be re- 
ported periodically by the auditor with spe- 
cial emphasis on appraised values and any 
delinquencies. 


Stock of the trustee institution which in 
its very nature involves dual interests 
should be the subject of special study and 
close supervision by the auditor. 


The duty to keep and render clear and ac- 
curate accounts may be discharged more 
ably due to audit supervision. Quite fre- 
quently our own audit staff makes sugges- 
tions or discovers errors which influence an 
accounting. 


The duty to take and keep control of trust 
property is universally assured by audit re- 
views in which the assets are checked to the 
executor’s account in the case of a trust un- 
der will or to the duplicate receipt attached 
to the trust under agreement. Once placed 
under audit review by this operation a sys- 
tem of good vault control assures trust ad- 
ministration that fulfills the requirement. 


The duty to preserve trust property may 
require audit attention in two phases al- 
though standard practice should be so good 
that the review could be on a test check ba- 
sis. If the trust committee reviews each ac- 
count annually, test checks on the values 
used in the reviews should be satisfactory, 
supplemented by test checks on the delin- 
quent tax and interest reports relating to 
mortgages and real estate held. Random 
checks on assets listed as current as well as 
verification of a group of delinquent items 
appears sound. 


The duty to keep trust property separate 
still exists although the use of common 
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funds and nominees might encourage some 
of us to become lax at times. Here the pe- 
riodic checks of the audit staff are an in- 
valuable aid to trust administration. 


Investment Checks 


The duty to make the trust property pro- 
ductive is the heart of good trust adminis- 
tration for this duty covers the investment 
function. Audit review of investment ad- 
ministration starts with principal cash bal- 
ances uninvested and questions any cash 
balance held for more than a limited time. 
Provisions in the instrument, the law and 
court decisions limit trust investment prac- 
tice. The audit staff should divide the ac- 
counts according to three groups—specific 
securities only, legals only, and unrestricted 
(in states having the prudent man rule, the 
“legal” and unrestricted are often com- 
bined). 


From the digest of the terms of the ac- 
count the investment restrictions in the spe- 
cial group should be taken. All new invest- 
ments should be checked to see that they 
qualify. It might be preferable to make such 
a check of recommendations in advance of 
purchase if feasible. If all transactions are 
not checked as made, a possible compromise 
is a check of the account review when it is 
made. Checks on the accounts restricted to 
legals are also desirable although more diffi- 
cult since the list of eligible securities may 
be extensive. The only check that appears 
to be necessary in unrestricted or “prudent 
man” accounts is that the asset was consid- 
ered carefully at time of purchase. 


Audit review for proper diversification of 
investments can also be helpful. Our Comp- 
troller insists on having a copy of each trust 
committee minutes to follow up for compli- 
ance, particularly on investment purchase 
and sale transactions. The audit staff can 
tabulate trust investments made and sold to 
give an accurate control of investment pol- 
icy. It can also check the progress in dispos- 
ing of non-legals in legal accounts and by 
segregating all such investments held in 
groups according to the number of years 
held, and support or point out needed 
changes in investment policy. 


The duty to pay the income to the bene- 
ficiary at reasonable intervals invites audit 
review. A check of income cards will reveal 
any lapse, which can be rectified speedily. 


Audit review should develop the fact that 
the duty to deal impartially between co- 
beneficiaries and succeeding beneficiaries is 
not abused. Too frequently, demands from 





one of several beneficiaries are honored 
when impartial conduct would require the 
trustees to give similar service to all or de- 
ny the demanding party his request. Like- 
wise apportionment and accruals are fre- 
quently the subject of possible impartial 
treatment and all items of this nature 
should be checked by the audit staff. 


The duty to participate with co-trustees 
requires the auditor to review transactions 
in such accounts to see that the co-trustee 
has participated in all purchases and sales 
and other decisions of importance. 


Performance of Agencies 


HE trust department’s operations may 

run from management agencies in 
which the department has all the responsi- 
bilities of a trustee except legal title to the 
assets, to simple escrows where the respon- 
sibility is limited to payment of funds at a 
certain time. In these accounts, the audit 
review should recognize the paramount re- 
quirement of authority from the principal 
either in the instrument or as each transac- 
tion occurs. Management agencies should 
be accorded the same supervision that a 
trust account requires while simple agen- 
cies may require the auditor merely to 
check for the principal’s direction. 

In transfer agency and registrar work, 
the rules of the New York Stock Transfer 
Association and the Exchange largely gov- 
ern procedures. As transfer agent the trust 
department is concerned with validity of 
the certificate, identity of the party making 
the transfer and authority of the party to 
make it. As registrar, the department is 
concerned with controlling the number of 
shares authorized and listed. The audit pro- 
gram may review these functions by test 
check or by review of individual items as 
received. 

Guardianships may fall into either the 
trust or agency group depending on the 
state law. If the law does not require the 
guardian to secure court authority for each 
act, it is possible to apply the audit review 
adopted to trust administration. However 
where guardians are required to get court 
authority for sale of a ward’s assets, the 
agency procedure appears best. 


General Principles 


N addition to audit review of trust ad- 
ministration by type of accounts, the 
audit staff usually has the responsibility of 
checking the common funds monthly, to as- 
sure the management that the authorized 
percentages as to type of investment are 
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not exceeded nor the amounts for each se- 
curity or’ obligor. Likewise the distribu- 
tions are audited to avoid embarrassing er- 
rors. 

It is most important that the audit staff 
check with counsel on progress of all sur- 
charge action or exceptions to accounts to 
determine if reserves are needed or are ade- 
quate. 


Changes of address or differences in sig- 
natures of beneficiaries should be verified 
or test checked to avoid improper payments. 
It is surprising the number of older couples 
who fail to understand that the death of 
one may extinguish the life estate on which 
they are dependent. The survivor may have 
endorsed the spouse’s name during long pe- 
riods of illness and then continued to do so 
without any intent to defraud the trustee. 


Commissions and fees should be audited 
to make certain that the company receives 
proper compensation for its services. Con- 
trol accounts designed to distinguish source, 
rate and recurrence are very helpful to 
management. Today it appears to be accept- 
ed practice to separate recurring and non- 
recurring trust fees by type of account. The 
executor and administrator’s fees, accept- 
ance fees and termination fees are distin- 
guished from annual income and principal 
charges and special fees on mortgages, in- 
come tax work and the like. 

Before any account is considered com- 
pleted business on the part of the audit 
staff, the final account and the releases in- 
cident thereto should be checked for com- 
pleteness. Final accounts and proper re- 
leases conclude the trust department’s re- 
sponsibilities and the auditor’s as well. 
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Indiana Trust Conference 


OME 100 trustmen, bankers and attorneys 

attended the two-day Trust Conference 
sponsored by the Indiana Bankers Association 
in South Bend on April 3 and 4. The first 
session, presided over by R. Floyd Searer, 
chairman of the Trust Committee and vice 
president and trust officer, First Bank and 
Trust Co., of South Bend, featured remarks 
by Mayor F. Kenneth Dempsey and Charles 
H. Buesching, president of the Association and 
of the Lincoln National Bank and Trust Com- 
pany of Fort Wayne. 


Also speaking at the first session were John 
L. Chapman, William O. Heath and John A. 
Alexander, whose addresses are reported else- 
where in this issue. 


At the second session, Vern Cauley, vice pres- 
ident of the Indiana Bar Association, spoke 
on Trustees and Lawyers; Harry Ice, In- 
dianapolis attorney, reviewed changes in State 
tax laws and regulations relating to trusts. 
Committee reports were delivered by John M. 
Zuber (American National Bank, Indian- 
apolis) on Fiduciary Legislation; J. Albert 
Smith (Fidelity Trust Co., Indianapolis) on 
Relations with Bar and Life Underwriters; 
Earl G. Schwalm (Lincoln National, Fort 
Wayne) on Costs and Charges; and H. L. 
Austin (Old National Bank, Evansville) on 
Trust Education and Promotion. 


Streamlining Trust Department Records 
was the theme of the third session address 
of Sterling Wandell, then of Wyoming Nation- 
al Bank, now executive vice president, First 
National Bank, Wilkinsburg, Pa. The Value 


At two-day trust conference in South 
Bend sponsored by Indiana Bankers 
Association early in April. In the picture 
at left, William O. Heath, Harris Trust 
& Savings Bank, Chicago; Henry F. 
Schricker, former governor of Indiana 
and now vice-president of the Fletcher 
Trust Co., Indianapolis; and John L. 
Chapman, City National Bank and Trust 
Co., Chicago. Mr. Heath and Mr. Chap- 
man were conference speakers. 
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of Estate Planning was discussed by Franklin 
Townley of Kennedy Sinclaire, Inc., while 
Oren D. Pritchard, president of Indiana Life 
Underwriters Assn., described the Life Under- 
writer-Trust Officer Team. 


The closing session was marked by talks on 
Pension Plans for Banks by Robert A. Brown, 
assistant secretary, Northern Trust Co., Chi- 
cago, and Application of Federal Income Taxes 
to Estates and Trusts by Kenneth Peek, as- 
sistant secretary, Union Trust Co., Indian- 
apolis. 

id The boom to 
elect Evans 
Woollen, Jr., as 
vice president of 
the American 
Bankers Assn. 
was given added 
impetus by the 
unanimous en- 
dorsement of the 
Indiana trustmen. 
Sponsorship of 
Mr. Woollen, who 
is president of the 
Fletcher Trust 
Company of In- 
dianapolis, first 
became known 
following his ex- 
cellent and successful handling of the re- 
cent Mid-Winter Conference of the A.B.A. 
Trust Division of which he is president. If 
elected next Fall and ultimately elevated to 
the presidency of the Association, Mr. Woollen 
will be the first trustman to attain that office 
in more than a decade. 


EVANS WOOLLEN, JR. 


Ohio Trustmen Meet 


APPROXIMATELY 100 TRUST OFFICERS attended 
the Annual Trust Conference sponsored by the 
Trust Committee of the Ohio Bankers Asso- 
ciation at Columbus on April 10. Thoburn 
Mills, vice president of the National City Bank 
of Cleveland, presided as chairman of the 
Committee. Six subjects were presented, each 
followed by an informal discussion: 


“Fee Schedules,” Arthur C. Knight, Central 
National Bank, Cleveland; “Legal Problems,” 
H. E. Chenoweth, National City Bank, Cleve- 
land; “Fiduciaries Research Association,” PR. 
S. Douglas, Cleveland Trust Co.; “Invest- 
ments for Small Department,” John H. Evans, 
McDowell National Bank, Sharon, Pa.; Invest- 
ments for Large Departments,” Wayne R. Ben- 
nett, Continental Illinois National Bank and 
Trust Co., Chicago; and “An Attorney’s View- 
point of Estate Planning,” Joseph H. Head, 
Cincinnati. 

oS 
CORPORATE FIDUCIARIES ASSOCIATION of Balti- 
more elected J. Theodore Johnson, ass’t trust 
officer, First National Bank, as president. 





THE TRUST YEAR IN REVIEW 


Annual Reports Reveal Growth in Volume and Fees 


Second Installment 


More of the bank’s customers and friends 
appointed the bank executor and trustee under 
their wills than in any previous year. An in- 
creasing number of corporations have appoint- 
ed the bank trustee under a pension or profit- 
sharing plan. Our living trust and fiscal agency 
divisions continue to grow. Our Corporate 
Trust Department has had an active year at- 
tributable to increased issuance and registra- 
tion of stock certificates under appointments 
of long standing and under new appointments 
to act for representative corporations as trans- 
fer agent or register. The selection of the 
bank as trustee for large bond issues of rail- 
road, industrial and utility corporations has 
been most gratifying. 

CHEMICAL BANK & TRUST CO., New York. 
& 


The Corporate Trust Division has received 
many important appointments during the year, 
and its gross earnings compare favorably with 
those of previous years. The Stock Transfer 
Division has had a substantial increase in 
activity and in gross earnings. 

The Personal Trust Division had one of its 
best years in growth and in gross earnings. 


The other divisions of the Fiduciary De- 
partment, the services of which include the 
safekeeping of securities, pension trusts, and 
investment agencies, have had _ satisfactory 
increases in new accounts. 

GUARANTY TRUST COMPANY of New York. 


The earnings of the Personal Trust Depart- 
ment were very satisfactory. The Corporate 
Trust Division has just closed its most suc- 
cessful year, in both the number and quality 
of new accounts obtained, and in earnings. 
The greatest expansion occurred in the Trans- 
fer and the Registration and Agency divisions 
due to unusual activity in the stock market, 
and in services rendered to corporations in 
connection with subscriptions to new capital 
stock. 

MANUFACTURERS TRUST CO., New Yerk. 


Gross commissions during the year of $6,006.- 
000 exceeded those of 1945 by $449,000. Of this 
increase, $180,000 was contributed by the Per- 
sonal Trust Division and $269,000 by the Cor- 
porate Trust Division. In the Personal Trust 
Division there has been not only a substantial 
increase in current business as compared with 
1945 but there has also been an indication of 


Continued from April issue, page 437, 441. 


continued public confidence in an increase in 
the number of wills placed on file. Most note- 
worthy was the increase in the custodian man- 
agement business. In the Corporate Trust Di- 
vision there has been a gratifying increase in 
accounts and in volume of business. 

CITY BANK FARMERS TRUST CO., New York. 


Gross revenue from Trust Department activ- 
ities and the servicing for clients of mortgage 
and real estate investments were $303,586 in 
1946 as compared with $300,041 in 1945. Costs 
incident to the management of personal estates 
and trusts continue to increase whereas the 
income per trust unit continues to decline 
owing to progressively lower returns on all 
forms of trust investments. In an effort to re- 
duce trust administration costs, obtain a 
greater return to income beneficiaries, and 
secure a greater diversification of investments 
for the smaller trusts, we shall shortly seek 
consent of the Banking Department for the 
establishment of Legal and Discretionary Com- 
mon Trust Funds as authorized by the banking 
statutes of New York. Considerable business 
of this type (corporate trusteeships) which 
is more profitable than that of personal trusts, 
was obtained during the past year. 

TITLE GUARANTEE AND TRUST CO., New York. 


In 1946 there was a continuation of the 
satisfactory upward trend in the volume of 
personal trust business, as well as in the con- 
stantly growing number of agency accounts. 
Commissions on all types of fiduciary opera- 
tions totaled $2,742,848.20, compared to $2,418,- 
958.46 in 1945, and $2,603,886.89 in 1944. 


While there still remain many advantages in 
creating trusts under deed, changes in tax 
laws during recent years have caused a steady 
decline in this type of fiduciary business. For- 
tunately, however, the Company has for many 
years served a large and increasing number of 
individuals and institutions in the management 
of their financial affairs under agency agree- 
ments. This business, handled on a reasonable 
fee basis, has grown to be a very important 
part of the Company’s fiduciary operations. 
We are engaged in developing methods which 
we believe will enable us to care for moderate 
sized accounts of this kind without incurring 
expenses disproportionate to the fees re- 
ceived. 

UNITED STATES TRUST CO., New York. 
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The assets of the Trust Department total 
$190,860,215, an increase of $5,965,034 over a 
year ago. 

— ROCHESTER TRUST CO., Rochester, 

Re Be 


In 1946 the total volume of trust assets 
being administered by the Wachovia reached 
the all-time high of $200,000,000. The earnings 
of the Department showed a substantial in- 
crease over the previous year and were the 
largest in ten years. 


The number of persons who reported to us 
that they had made wills during the year ap- 
pointing Wachovia as executor was twice the 
number who reported in 1945. New funds and 
properties placed in our care under living trust 
agreements, in the value of $6,970,000, amount- 
ed to twice the volume of this type of bus- 
iness in 1945. At the close of the year there 
were 2,466 active fiduciary accounts on our 
books at all offices. 


Eight new pension and profit-sharing trusts 
were placed with us as trustee during the year. 
In the fifty retirement trusts we are now ad- 
ministering, over $6,000,000 has been placed 
in our hands for investment, $2,014,000 being 
added and invested in 1946. 


The Common Trust Fund established in 
1940 began with a value of $226,340 invested 
in 106 accounts. According to the report of 


MEREDITH GALLERIES 
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this Fund, at the last quarterly closing date, 
October 31, the total value is now over 
$6,000,000, about $1,000,000 having been added 
during 1946, Five hundred and eighty-four ac- 
counts are now wholly or partially invested 
in the Common Trust Fund. 


During the coming year, we expect to lay 
particular emphasis on our services as transfer 
agent, co-transfer agent, and registrar. Havy- 
ing this in mind, we have recently obtained a 
place on the Approved List of Transfer Agents 
and Registrars of the New York Stock Ex- 
change and we have been admitted to mem- 
bership in the New York Transfer and Re- 
gistrar Association. A great many corporations 
are appointing Co-Transfer Agents and Co- 
Registrars outside of New York, which, at 
not additional cost to the corporations, not 
only saves the stockholders the very onerous 
New York transfer tax, but effects quite a 
saving in the time consumed in having stock 
transferred. 


WACHOVIA BANK AND TRUST CO., Winston- 
Salem. 


Our Trust Department has during the year 
continued its sustained growth. Its volume of 
work has consequently increased perceptibly. 
Particularly is this true in the Corporate 
Trust Department, which has again saved 
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many corporations in the issuance of new 

stock, the redemption of old issues and the 

transfer and registration of security issues. 
FIFTH THIRD UNION TRUST CO., Cincinnati. 


Our Estates Trust and Corporate Trust De- 
partments have made further substantial pro- 
gress in volume and earnings. We are encour- 
aged especially by the growth, during its first 
year, of our General Trust Fund. Over 700 
separate trusts are participating. 

CLEVELAND TRUST COMPANY. 


The Estates and Trusts Divisions of the 
Trust Dept. have had a satisfactory year. We 
reported a year ago that it was the policy of 
the Bank to develop a wider interest in the 
desirability of Trust Department service for 
those of moderate means. Our promotional ef- 
fort during the past year, including direct 
mail as well as newspaper advertising, was 
concentrated on publicizing the cost of settling 
estates of all sizes and pointing to the desir- 
ability of naming the Bank as executor. The 
number of appointments we have received 
under wills filed with us during the year is 
a reassuring appraisal by our customers of 
the real value to them of Trust Department 
service. 

NATIONAL CITY BANK OF CLEVELAND. 


MARYLAND 
TRUST COMPANY 


Federal Reserve System 
Since 1917 
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The Trust Department income exceeded that 
of any previous year by almost sixty per cent. 
The volume of new business received during 
the past year indicates that the policies of 
operation and solicitation have been on a 
proper basis. We can look forward with con- 
fidence for increased earnings in this depart- 
ment. 


OHIO CITIZENS TRUST CO., Toledo. 
» 


The Trust Department during 1946 has con- 
tinued to parallel the expanding use of the 
services of the bank by the general public. Ap- 
pointments both as executor and administrator 
have reached a new high for the year and 
geographically have covered nearly every coun- 
ty in which the bank has branches. The nomi- 
nation of the bank as trustee under bond is- 
sues, registrar or transfer agent of stocks, 
and trustee under pension trusts reflects not 
only the post-war activity of corporations but 
also the esteem corporate management holds 
for that division of the Trust Department. The 
acquisition by the Department of new and 
modern business machines is keeping pace with 
the times and insures attorneys and their 
clients using the Department accurate, timely 
and dependable statements in the meticulous 
accounting required for all types of trusts. 


UNITED STATES SATIONAL BANK, Portland, 
Ore. 


o Mastin Canada 


from Coast to Coast 


WITH OFFICES READY TO SERVE YOU AT 


OTTAWA 

TORONTO 
HAMILTON 
WINNIPEG 


CALGARY 
EDMONTON 
VANCOUVER 
VICTORIA 


HALIFAX 
SAINT JOHN 
QUEBEC 
MONTREAL 


We invite appointments as 
Agent to Executors of Estates 
with assets requiring administra- 
tion or transmission in Canada. 


Assets under Administration 
$901,000,000 


THE ROYAL TRUST 
COMPANY 


HEAD OFFICE—MONTREAL 





540 


The gross revenues of the Trust Department 
were $1,941,992.29, an increase of $147,349.39 
over last year. Trust Companies of Phila- 
delphia (as in other communities) have found 
it necessary to urge our courts to modernize 
the principles governing compensation for 
services. Accordingly, a Statement of Prin- 
ciples was prepared for submission to the 
Courts and, it is hoped, will provide the basis 
for a revised fee system which should prove 
more equitable and beneficial both to the 
public and trust companies alike. 

During the past year, principal assets in 
the amount of $32,633,357 were received from 
new estates and agencies, and as additions to 
existing accounts. As an offset, $28,415,461 
principal assets were paid out in satisfaction 
of legacies and bequests and in payment of 
taxes and estate debts and expenses. In addi- 
tion, there was collected and distributed income 
in the amount of $28,903,642. As of November 
30, 1946, 2,730 accounts were invested in our 
Common Trust Funds having a then total val- 
uation of $41,974,061. The income return to 
holders participating in Fund “A” (discretion- 
ary) during the past year was between 3.22% 
and 4.44%, depending upon the time of in- 
vestment in the Fund; while in Fund “B” 
(Legal) participants received an income return 
of between 2.57% and 2.76%. 


The Family Business Group, referred to 
as the F.B.G. in our newspaper advertising, is 
demonstrating the value of interrelated bank- 


ee sixty years we 
have strictly adhered 
to a sound banking 
and trust business 
in the Pittsburgh 
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ing and trust services to that segment of 
business men who have to cope with the dual 
problem of a personal business and a personal 
estate. During the year old and new customers 
owning property of a value in excess of 
$100,000,000 used the facilities of the Estate 
Planning Division. 


Gross earnings of the Corporate Trust De- 
partment were $199,038, as contrasted with 
$146,757 last year. 

GIRARD TRUST CO., Philadelphia. 


New business of all types has been received 
during the year in satisfactory volume, but 
in number of accounts and in amount of new 
assets. The increase in the number of trusts 
under deed and investment supervisory ac- 
counts has been particularly gratifying, show- 
ing continued progress in the development of 
these two services. There are now 290 cus- 
todian accounts receiving investment super- 
vision having a total principal value of 
approximately $76,000,000. 


Gross commissions and fees received during 
the year totalled $1,900,976, approximately 
$124,000 in excess of those received in 1945. 
This increase is not the result of an unusual 
volume of non-recurring items, such as com- 
pensation for services as executor and com- 
missions payable from principal upon the 
termination of a trust. However, operating 
costs have continued to rise. Public acceptance 
of the Company’s fee schedule for trust and 
investment supervisory accounts, which pro- 
vides for an annual charge based on the value 
of the assets in the fund under administration, 
has been most encouraging. 


The sixth year of operation of the Discre- 
tionary Common Trust Fund ended on July 
31, 1946. Subsequent thereto the values of all 
types of investments were affected by the first 
major decline in security prices which has 
taken place in four years. The stability of the 
Fund as an investment medium has _ been 
demonstrated by the fact that the decline in 
value from the highest point reached during 
the year to the lowest was only slightly more 
than 8%. Income distributions from the Fund 
per unit of participation were slightly higher 
than for any preceding twelve month period. 

The gross earnings of the Corporate Trust 
Department declined slightly from the high 
level attained last year due to a reduction in 
refinancing operations. 

FIDELITY-PHILADELPHIA TRUST CO., Philadel- 
phia. 


The volume of Personal Trust business for 
1946 was satisfactorily maintained, and con- 
siderable new and important trust business is 
now in prospect. As of December 31st the 
assets in the Discretionary Common Trust 
Fund had a market value of approximately 
$5,000,000 and showed a substantial apprecia- 
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tion in value to original participants. Our Cor- 
porate Trust Department, as usual, continued 
to operate on a substantially profitable basis. 


LAND TITLE BANK AND TRUST CO., Philadel- 
phia. 


Gross earnings of the trust department 
again reached a new high point; while a mod- 
est operating net profit has been realized, it 
is still not compensatory for the work and 
responsibilities involved. Rates of commission 
have tended slowly to improve, but the low 
rates still obtaining on much of the old bus- 
iness on our books causes a marked lag in the 
improvement of the average rates of commis- 
sion. 

The Discretionary Common Trust Fund com- 
pleted its sixth year on June 30, During the 
past fiscal year this fund increased from 
$27,945,483 to $30,892,604, while the number 
of participating accounts increased 120 to 
1,541. Our Common Trust Fund for Legal In- 
vestments, established late in 1944, has grown 
from $8,052,384 to $10,309,397 in the past 
year, and the participating accounts have in- 
creased to 1,260 from 1,162. 


The Investment Advisory Department under 
whose jurisdiction are administered our ad- 
visory agency, review and custody accounts 
now has considerably over $200,000,000 of 
assets under its care and is showing a satis- 
factory growth. Two other divisions of the 
trust department are also meeting with en- 
couraging response from our clients and the 
public in general, namely, the Estate Planning 
Division and the Pension Trust Division. In 
this connection, our Company in October an- 
nounced the Penco Pension Trust Plan for 
financial institutions (See Oct. Trusts and 
Estates, page 367). 

THE PENNSYLVANIA COMPANY, Philadelphia. 


Commisions received by the Trust Depart- 
ment showed a substantial advance over 1945. 
This is due in part to the work of reviewing 
and adjusting what had proved to be inade- 
quate compensation in individual accounts. A 
gratifying number of new accounts were placed 
on our books at our revised rates. These rates 
are receiving general acceptance from at- 
torneys and the public as it has come to recog- 
nize the greatly increased work involved. Our 
present practice of fixing an annual basis of 
compensation which includes both income and 
principal commissions tends to stabilize the 
annual receipts from commissions. 

The Trust Department showed a small profit 
in operating earnings for the year, although 
it represented only a trifling compensation for 
administering and caring for $365,000,000 of 
trust assets. Our Common Trust Funds (Legal 
and Discretionary) now total $35,979,037. 

PROVIDENT TRUST CO., Philadelphia. 
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Total trust funds under administration ex- 
ceeded $160,000,000.00. We closed the year 
with improved earnings, an increase in total 
volume of business, and with new wills and 
trust agreements having been filed in an 
amount equal to more than double that of 
last year. Our greatly enlarged physical facil- 
ities, together with an expanded organization, 
provide an operation that will assure even 
greater development of business in the future. 
The merging of the two Trust Departments of 
the predecessor banks (Peoples-Pittsburgh and 
Trust National) has brought about substantial 
operating economies. Trust fees for the half- 
year since the merger were $381,438, a little 
over 10% of gross operating income. 


PEOPLES FIRST NATIONAL BANK & TRUST 
CO., Pittsburgh. 
(Continued in next issue) 


IN PENNSYLVANIA, the Department of Bank- 
ing reported for the year 1946 a decline of 
almost a billion dollars in trust funds admin- 
istered by state institutions. Secretary D. Em- 
mert Brumbauch explained, however, that this 
reduction was due to the merger in 1946 of 
two large state banks with national banks 
(now known as Peoples First National Bank 
and Trust Co. and Mellon National Bank and 
Trust Co., both of Pittsburgh). The figures: 
$3,090,998,559 as against $3,993,825,709. 





Illinois Trustmen Meet 


66 OW to Get and Keep Business” was the 

theme of the Tenth Annual Meeting of 
the Trust Division of the Illinois Bankers As- 
sociation in Peoria, on April 24. The morn- 
ing session, presided over by Frank C. Mayne, 
Jr., president of the Division and vice pres- 
ident and trust officer, The Central National 
Bank & Trust Company, Peoria, was devoted 
to “How to Get Business” under the following 
program: 


“Estate Planning”—William O. Heath, asst. 
vice president, Harris Trust & Savings Bank, 
Chicago; “Relations With Bar and Insurance 
Men’’—Chester A. Hemphill, vice pres. and 
trust officer, Elliott State Bank, Jacksonville; 
“Cooperation of Directors, Other Bank Officers 
and Employees”—R. J. Saner, trust officer, 
Springfield Marine Bank; “Personal Contact 
With Customers”—Martin F. Behrend, vice 
president and trust officer, National Bank of 
Mattoon; ”’Public Education and Advertising 
by Mail”—M. B. Stine, trust officer, First 
National Bank, Danville; Newspaper Adver- 
tising”—C. A. Heiligenstein, president, First 
National Bank, Belleville. 

The afternoon session dealt with “How to 
Keep Business” under the following program: 


“Recent Legal Developments”—wWilliam H. 
Dillon, Attorney, Chicago; “How Smaller Trust 
Departments Operate Under Prudent Man 
Rule for Trust Investment”—Charles W. Elia- 
son, Jr., trust officer, Commercial National 
Bank, Peoria; “Asset Diversifications of Se- 
lected Groups of Investors”—Henry M. Bod- 
well, second vice president, Northern Trust 
Company, Chicago. 


The newly elected officers of the Trust 
Division are: 

President: Arthur C. Boeker, Edwardsville 
National Bank & Trust Co.; Vice President: 
Robert R. Bunting, Mercantile Trust & Sav- 
ings Bank, Quincy; Secretary: Kirk E. Suther- 
land, Illinois Bankers Association, Chicago. 
W. W. Hinshaw, Jr., City National Bank & 
Trust Co., Chicago, was elected a member 
of the executive committee. 


Canadian Trust Companies Amalgamate 
AS ANTICIPATED in the April issue (446) the 


shareholders of Capital Trust Corporation 
Limited, Ottawa, and of Guaranty Trust Com- 
pany of Canada, approved the Agreement pro- 
visionally entered into by both Boards of 
Directors whereby Guaranty Trust will pur- 
chase all the business, assets and undertakings 
of Capital Trust for $1,506,540 cash. Steps 
will be taken immediately to obtain the neces- 
sary Governmental assets and to carry the 
Agreement into effect for the completion of the 
amalgamation. 
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Bi-State Trust Conference 


HE annual Bi-State Conference of Oregon 

and Washington Trust Officers was held 
in Seattle, May 2 and 3, with five trust men 
from Vancouver, B.C., representing Canada 
Permanent Trust Company, Canada Trust 
Company, Royal Trust Company and Montreal 
Trust Company. A resolution was passed mak- 
ing the British Columbia Trust Men’s Associa- 
tion a part of the group for future meetings 
and the invitation of the Vancouver, B. C., men 
was accepted for next year’s meeting. Pre- 
sumably the conference will be renamed, as 
Bi-State will no longer be descriptive. That 
decision will probably be made in Vancouver 
next Spring. 

The outstanding program consisted of forum 
discussions on the following topics—with the 
leaders shown: 

“Fiduciary’s Fees for Extraordinary Ser- 
vices’—D. G. Lloyd, First National Bank, 
Portland. 

“Development of New Business’—D. W. 
MacKay, United States National Bank, Port- 
land. 

“Trustee’s Use of Discretionary Powers To 
Invade Corpus”—G. W. Stewart, First Nation- 
al Bank, Portland. 

“Training of Trust Department Employees” 
—W. D. Hinson, United States National Bank, 
Portland. 

“Philosophy & Interpretation of Prudent 
Man Rule’—Reno P. Ransom, Seattle-First 
National Bank. 

“Investment Forum”—L. W. Graves, Nation- 
al Bank of Commerce, Seattle; C. A. Nichol- 
son, Spokane & Eastern Branch, Seattle-First 
National Bank; Eugene Overman, United 
States National Bank, Portland; James G. 
Fowler, Puget Sound National Bank, Port- 
land; R. A. Welch, First National Bank, Port- 
land. 

“Sales and Investments During Probate”— 
Elan R. Sweney, Old National Bank, Spokane; 
William G. Bieri, Washington Trust, Spokane. 

Question Box—Henry H. Judson, Seattle 
Trust and Savings Bank. 

Presiding at the two sessions, respectively, 
were R. A. Welch, President, Trust Compan- 
ies’ Association of Oregon, and Trust Officer, 
The First National Bank of Portland, and 
Robert E. Lewis, President, Corporate Trus- 
tees Association of Washington, and Vice 
President & Trust Officer, The Pacific National 
Bank of Seattle. 


THE 1947 EDITION of Price Spreads has been 
released by C. F. Childs and Company. The 
monthly high and low differentials in prices 
between issues of U. S. Government bonds are 
covered in general for the year 1946, and the 
record from July 1946 to date is illustrated in 
detail. 





PERSONNEL CHANGES IN TRUST INSTITUTIONS 


CALIFORNIA 


Los Angeles—BANK OF AMERICA elected 
Arthur F. LeQuesne and John A. Beeman as- 
sistant trust officers at the main office. 


Los Angeles—Rod MacLean has been ap- 
pointed an assistant cashier of UNION BANK 
& TRUST CO., and will continue in charge of 
the advertising and banks and bankers depart- 
ments. 


FLORIDA 


Pensacola—FIRST BANK & TRUST CO. 
promoted William Malone to president, John 
W. Malone to vice president and chairman 
of the board. The former was previously vice 
president and trust officer. 


GEORGIA 


Atlanta—Robert Alston replaces Franklin 
Nash as trust officer at the CITIZENS & 
SOUTHERN NATIONAL BANK, the latter 
having been transferred to Macon. Mr. Alston 
comes from the legal department of the Re- 
construction Finance Corporation where he 
was chief examiner in the loan administration 
division. 


ILLINOIS 


Quincy—Ralph N. Volm rejoined the ILLI- 
NOIS NATIONAL BANK as trust officer. Mr. 
Volm was formerly with the bank over twenty 
years, but left to become manager of the Phy- 
sicians and Surgeons Clinic, from which post 
he now retired. 


INDIANA 


Elkhart—FIRST NATIONAL BANK elected 
Stephen Barnett as trust officer. Gordon F. 
Weith, who has been vice president and trust 
officer, will continue as vice president and 
devote full time to the mortgage loan depart- 
ment. Mr. Barnett was formerly with the 
Guaranty Trust Co. of New York. 


Indianapolis—William Storen has been elect- 
ed vice president to serve as public relations 
officer in charge of new business development 
at the FIDELITY TRUST CO. He is a former 
vice president of the old Security Trust Co., 
and was State Treasurer twice. 


KENTUCKY 


Newport—The late James A. Meagher was 
succeeded as president at NEWPORT NA- 
TIONAL BANK by James H. Weaver, who 
has been a director for 30 years. Franklin A. 
McCracken was elected cashier, a post which 
Mr. Meagher had also held together with that 
of trust officer. 


MISSOURI 


St. Joseph—George E. Porter has _ been 
elected chairman of the board and president 


of both the FIRST TRUST CO. and First 
National Bank (of which it is an affiliate) 
to succeed the late Frazer L. Ford. 


NEW JERSEY 


Englewood—Henry A. Theis succeeds the 
late Edward S. Rudloff as president of CIT- 
IZENS NATIONAL BANK & TRUST CO. Mr. 
Theis wil continue as vice president of the 
Guaranty Trust Co., N. Y. 


NEW YORK 


New York—BANKERS TRUST CO. ap- 
pointed Edward F. McDougal as advertising 
and public relations manager. He was previous- 
ly director of public relations for the U. S. 
Treasury Savings Bond division in New York 
State, and New York University. 


New York—GUARANTY TRUST CO. an- 
nounced the election of Henry C. Marshall as 
assistant trust officer at its Fifth Avenue trust 
office. 


NORTH CAROLINA 


Goldsboro—At the BANK OF WAYNE, R. 
F. Griswold was elected assistant cashier and 
trust officer. 

Greensboro — SECURITY NATIONAL 
BANK elected P. W. Ingalls and Wesley. L. 
Snelson, Jr., assistant trust officers. The latter 
is an investment official from Charlottsville, 
Va., and will combine administrative trust 
duties with investment analysis. 


OHIO 


Cleveland—Among 18 officers and employ- 
ees of CENTRAL NATIONAL BANK who 
retired under the bank’s pension plan were 
Brigadier General Benedict Crowell, chairman 
of the executive committee, and A. M. Cor- 
coran, vice president: in charge of the trust 
department, who continues as a member of the 
board. 


Toledo — At COMMERCE GUARDIAN 
BANK, Jerome F. Kapp received the title of 
assistant secretary as well as assistant trust 
officer. 


Toledo—William C. Draper, TOLEDO 
TRUST CO., added the title of vice president 
to his present positions of assistant secretary 
and assistant trust officer. Arden F. Liles was 
promoted to assistant secretary. 


PENNSYLVANIA 


Sharon — John H. Evans, vice president, 
trust officer and director of the Mc- 
DOWELL NATIONAL BANK, was elevated to 
president to succeed the late Harry B. Mc- 
Dowell. Mr. Evans is a former president of 
the Pennsylvania Bankers Association. 
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Wilkes-Barre & Wilkinsburg—Sterling L. 
Wandell was elected executive vice president 
of the FIRST NATIONAL BANK (Wilkins- 
burg). Recently vice president and director of 
the WYOMING NATIONAL BANK (Wilkes- 
Barre), he is at present chairman of the Trust 
Company Section of the Pennsylvania Bankers 
Association. 


TENNESSEE 


Chattanooga—E. Y. Chapin, Jr., vice pres- 
ident and trust officer of AMERICAN TRUST 
& BANKING CO., was also elected a director. 


TEXAS 


Houston—UNION NATIONAL BANK elect- 
ed Thomas D. Anderson as vice president and 
trust officer. He recently toured Eastern banks, 
studying the latest trust department develop- 
ments. 


Kingsville—Formerly known as the FIRST 
NATIONAL BANK, the reorganized KLE- 
BURG NATIONAL BANK elected Sam Fim- 
ble, Jr., as vice president and cashier. He was 
formerly vice president, cashier and trust 
officer of the old bank. 


WEST VIRGINIA 


Charleston—A. S. Alexander, Jr., was added 
to the staff of the CHARLESTON NATIONAL 
BANK as an assistant trust officer. An at- 
torney of that city, Mr. Alexander is a grad- 
uate of the University of Virginia Law School 
and a director of the Diamond Ice & Coal Co. 


WISCONSIN 


Milwaukee — MARINE NATIONAL EX- 
CHANGE BANK appointed three new trust 
officers, two of them being women: Robert A. 
Duffy, Regina Timmer and Stella C. Gaffney. 
This is the first time women trust officials have 
been appointed in Milwaukee. 


WYOMING 


Cheyenne — Following the resignation of 
John W. Hay as president of the AMERICAN 
NATIONAL BANK, election of R. J. Hoffman 
as his successor was announced. Charles J. 
Ohnhaus, who has ben vice president and trust 
officer, was elected chairman of the board; 
D. T. Morris, vice president and cashier; J. 
G. Murphy, vice president. 


WASHINGTON, D. C. Lire INSURANCE TRUST 
COUNCIL joined with CLU, General Agents and 
Managers Assoc. and Board of Directors and 
Heads of Committees of the D. C. Life Under- 
writers Association in sponsoring a testimon- 
ial dinner for Eugene Thore, recently ap- 
pointed General Counsel for the Life Insurance 
Association of America. Prior to his appoint- 
ment to the new position, Mr. Thore had been 
General Council for the Acacia Mutual Life 
Insurance Company and an active worker of 
the local Trust Council. 
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Trust Institution Briefs 


Los Angeles, Cal.—W. D. Baker, vice pres- 
ident and trust officer of the FARMERS 
& MERCHANTS NATIONAL BANK, com- 
pleted 35 years with the institution last month. 

Chicago, I1l.—Thomas H. Beacom, vice pres- 
ident in charge of the trust department of the 
FIRST NATIONAL BANK OF CHICAGO, 
has been elected a director of Stewart-Warner 
Corp. A graduate of Notre Dame and Harvard 
Law School, he is a trustee of Notre Dame. 
Mr. Beacom is also a director of a number of 
other companies. 

Chicago, Ill.—William S. Turner, vice pres- 
ident of the NORTHERN TRUST CO., became 
treasurer of the Chicago Heart Association. 
He is also chairman of the Committee on 
Trust Investments of the Trust Division of the 
Illinois Bankers Association. 

Clinton, Ill—THE JOHN WARNER BANK 
was issued a trust certificate on March 7. 

New York, N. Y.—Walter Reid Wolf, senior 
vice president and a director of CITY BANK 
FARMERS TRUST CO., was elected a trustee 
of Empire City Savings Bank. 

Cleveland, Ohio—Arthur C. Knight, vice 
president in the trust department of CEN- 
TRAL NATIONAL BANK, has been made a 
director of Diebold, Inc., at Canton. 

El Paso, Texas—Recently chartered to do 
trust business, the SOUTHWEST NATION- 
AL BANK expects to start operations on July 
first, with John W. Cordts as executive vice 
president and Paul L. Key as trust officer. 

Lynchburg, Va.—The PEOPLES NATION- 
AL BANK was granted trust powers on April 
9 under the Federal Reserve Act. 

Milwaukee, Wis—MARSHALL & ILSLEY 
BANK celebrated its One Hundredth Anni- 
versary last month. In commemoration of the 
event, the bank published a most attractive 
booklet, “Once There Was a Tree,” relating its 
history through that period. The booklet is 
featured by excellent layout and typography. 


THE LIFE INSURANCE AND TRUST COUNCIL of 
North Jersey held its spring dinner meeting 
on April 24th with Valentine Howell, Charles 
G. Fleetwood, and George T. Wofford, all of 
the Prudential Life Insurance Company, as 
its panel speakers on “Investments and Inter- 
est Rates.” 


COMMUNITY PROPERTY TAXATION of Estates, 
Gifts and Income was the subject of a talk 
by George Ray, tax attorney, before the Trust 
Council of Fort Worth on April 21st. 


= 
THE MAY MEETING of the Dallas Estate Coun- 
cil was featured by a talk by Thomas E. 


Hand, of Houston, on the subject of “Pension 
and Profit Sharing Trusts.” 





In Memoriam 


HUBERT H. d’AUTREMONT, chairman of 
the board and president of the Southern Ari- 
zona Bank & Trust Co., Tucson, and president 
of the Arizona State Senate. 


CHARLES L. BRAINERD, cashier and trust 
officer of the First National Bank & Trust 
Co., Marquette, Mich. 


HUGH McKENNON LANDON, chairman of 
the board, vice president and chairman of the 
executive committee of the Fletcher Trust Co., 
Indianapolis, since 1920. 


HARRY B. McDOWELL, president of the 
McDowell National Bank of Sharon, Pa., died 
while attending the spring meeting of the 
Executive Council of the American Bankers 
Association, of which he had been an active 
member. He was chairman of the Research 
Council of that association. 


EDWARD W. STILLE, trust real estate of- 
ficer of the Land Title Bank & Trust Co., Phila- 
delphia. 


GEORGE E. ZOLLER, president and con- 
trolling stockholder of the Capital National 
Bank of Sacramento, Cal. 


You and Your Bank 


«7 OOD things often come in small pack- 

ages,” as the saying goes. It is certainly 
true of the Handbook for Employees (size 
4%x6”) recently distributed by the Lincoln 
Rochester Trust Company, of Rochester, N. Y. 
In 32 vest-pocket pages, the editors have 
brought out not only a most helpful guide 
but also have succeeded in expressing the 
attitude of teamwork that characterizes the 
company’s operating policies. 


Instead of the still too frequent “rules-to- 
be-followed” dictum, the booklet bears out 
the prefatory statement: that it endeavors to 
put into words the ideals of public service and 
relations with employees, “so that you may 
have, immediately, a correct understanding of 
these policies and practices, and some of the 
advantages of employment here,” followed by 
the wish that each may “enjoy their work and 
become an important part of our organization,” 


over the signature of the president, Raymond 
Ball. 


Main topics included are: customer rela- 
tions, security and financial assistance (for 
employees), extra compensation, office in- 
formation, educational training. It describes, 
for instance, the “employees dividend plan,” 
the suggestion plan, opportunities and aid in 
A.1.B. and Graduate School of Banking courses, 
cites the open-door policy of freedom for dis- 
cussion with management, and generally intro- 
duces the new employee to the what, where 
and why of employee relationships. 
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Bank Borrowing Increases 


BANK LOANS INCREASED more than $4,000,000,- 
000 in the six months between June 30, 1946, 
and December 31, 1946. The first 1947 issue of 
Rand McNally Bankers Directory—the Blue 
Book shows the total of bank loans as 
$36,150,097,000. Loan totals have not been 
that large since December 31, 1930. 

There is also an increase of $254,608,000 in 
bank holdings of “other securities.” These two 
together show an increase of $4,435,263,000 in 
the high-earning assets in banks during the 
six-months period. The total of “other secur- 
ities” is larger than it has been since Decem- 
ber 31, 1940. However, there is a net decline 
of $4,895,334,000 in total earning assets, due 
to a decrease of $9,330,597,000 in holdings of 
Government securities, lowest earning of all 
bank assets. 

The total of all bank assets declined during 
the six-months period $2,773,067,000. Deposits 
declined $3,133,771,000. This decline was due 
entirely to the withdrawal of government war 
deposits. 

The Directory indicates an encouraging im- 
provement in bank earnings among the 5,017 
national banks, 9,593 state banks, 137 private 
banks, and 98 other banking institutions listed, 
a total of 14,845 in the United States at the 
beginning of 1947. 





How To Utilize Cooperation 


OOPERATION of directors, other bank 

officers and employees in the development 
of trust business must be preceded by a number 
of conditions, according to Robert J. Saner, 
Trust Officer, Springfield Marine Bank, speak- 
ing before the annual meeting of the Trust 
Division, Illinois Bankers Asssn., at Peoria 
on April 24. These assumptions include: 


A good Trust Department producing quality 
service, a belief by the directors that the 
institution is doing a first class job in the 
banking and trust field, an interest on their 
part and that of the bank officers in the suc- 
cess of the Trust Department, the appointment 
of the institution in the wills of a majority of 
those directors and officers, and, finally, a 
friendly employee relationship. 


If these assumptions be true, the problem 
is not the securing of cooperation, but the 
proper utilization of the cooperation which 
will come without solicitation, Mr. Saner con- 
tinued, offering the following outline of sug- 
gestions: 


As to directors: 
1. Keep them advised of what you are doing. 


2. Keep them conscious of your Trust De- 
partment by actually soliciting their business 
and by then following through from time to 
time to keep their wills or trusts up to date. 


3. Go to them for help, both generally and 
in specific cases. 


4. Get their help in contacting likely pros- 
pects from the other businesses with which 
they are connected. 


As to bank officers: 
1. Let them know what you are doing.* 


2. Work with them to determine whether 
any particular customer is a prospect or not, 
and, if so, follow through by suggestion of 
the means to get the prospect to the Trust De- 
partment. 


To Trust Officers 


We locate missing heirs and bene- 
ficiaries at our own expense and risk. 
Our services are often of value on 
termination of trusts. Explanatory 
booklet on request. 


W. C. COX AND COMPANY 
208 S. LaSalle St. 
Chicago 4, IIl. 

Established 1913 
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3. If you get a piece of new business in this 
manner, let the other bank officers know about 
it. 

4. Don’t forget that you can be a good, new 
business-getter for his department and if you 
will occasionally send or take him a new cus- 
tomer, he will be more likely to think of your 
new business. 

As to employees: 


1. Let them know what the Trust Depart- 
ment does in general. 

2. See that they are able to get a possible 
prospect to the right person or right place. 

3. Inform them of any promotional or new 
business campaign. 

4. Make them conscious that the bank has 
a Trust Department, which is a vital part of 
the banking organization, and that they can 
help, and finally show by some means that 
their help is appreciated. 


*“One very valuable source of prospect contact which 
we have developed is an informal tax advisory service. 
We have made a particular effort to keep abreast of var- 
ious tax laws and the officers of our commercial depart- 
ment refer questions to us.” 


Two A. B. A. Trust Conferences Set 


ATES and places for two of the regular 
annual trust conferences held each year 
by the Trust Division of the American Bankers 
Association have been announced by Evans 
Woollen, Jr., president of the Trust Division. 
The Pacific Coast and Rocky Mountain 
States Trust Conference, will be held in San 
Francisco at the St. Francis Hotel, October 
22-24. 


The Mid-Continent Trust Conference will 
be held in Chicago, November 6-7, at the Drake 
Hotel. 


The Associated Trust Companies of Central 
California will be host at the Pacific Coast 
Conference, and the Corporate Fiduciaries 
Association of Chicago will be host at the Mid- 
Continent Conference. 
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WHY JOINT TENANCIES ? 


Tax and Administrative Difficulties Outweigh Advantages 


JOHN A. ALEXANDER 
Buschmann & Roll, Indianapolis 


HE holding of title to property in joint 

name, with right of survivorship, takes 
away the right of disposition of the proper- 
ty from both joint tenants. It likewise re- 
moves that property from the control of the 
executor in the administration of the estate 
of the joint tenant who first dies, while im- 
posing upon them responsibilities with re- 
spect to property over which he has no con- 
trol. 

Worse than the reduced compensation be- 
cause of the reduction in the size of the es- 
tate is the increased work and responsibility 
imposed upon the executor and the attorney, 
arising chiefly from the application of State 
inheritance, Federal estate and Federal gift 
tax laws. 

It is not uncommon to find an estate run- 
ning into several hundred thousand dollars 
of which only a nominal amount is subject 
to administration. The executor takes pos- 
session only of this nominal estate because 
title to the rest of it vests immediately in 
the surviving joint tenant, but he must han- 
dle the administration, prepare and file the 
necessary Federal and State income and 
estate tax returns. Debts and administra- 
tion charges aggregate more than the value 
of the decedent’s estate. Then try to explain 
to the widow why the taxes are so much and 
why she has to pay them out of property 
that is already hers and didn’t become a 
part of the estate. Then you really earn your 
compensation. 


No Tax Saving as a Rule 


ITH the exception of the Indiana in- 
heritance tax on the value of any real 


Editorial summary of an address before the Trust Con- 
ference of Indiana Bankers Association, April 3, 1947. 


property held as tenants by the entireties, 
there is no saving in Federal or Indiana 
death taxes by establishing ownership in 
joint names, and the savings in inheritance. 
tax on the real property is considerably re- 
duced by the loss of the 80% credit given 
against the basic Federal estate tax for in- 
heritance taxes paid to the State. 


Not only must the executor worry about 
getting enough money to pay debts and in- 
come, inheritance and estate taxes, but he 
must go back through the years subsequent 
to June 6, 1932, to see whether the decedent 
incurred any unreported gift tax liability 
for gifts made to his wife. We seldom stop 
to think that when we take title to our 
homes in the name of ourselves and our 
Wives, we are making a taxable gift. Even 
less do we realize that we are making a gift 
to which the annual exclusion of $3,000 per 
donee is, or may be, inapplicable. The annual 
exclusion can be applied only against gifts 
of a present interest. However, when real 
property is purchased by a husband and 
title thereto taken in the names of himself 
and his wife as tenants by the entireties, 
there results a gift to the wife consisting of 
both a present and a future interest. The 
annual exclusion does not apply to the value 
of this future interest. 


Joint bank accounts have to be checked to 
ascertain the amount withdrawn therefrom 
by the wife for her own benefit, for as to 
joint bank accounts the amount of such 
withdrawals is the amount of the taxable 
gift, so there is the problem of digging out 
the required information from personal rec- 
ords, which may or may not have been kept, 
and of making peace with the tax collector. 
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The saving in state inheritance tax* 
would not be effected if the wife dies first. 
Also, the amount of any gift tax paid when 
the property was taken in joint names would 
be entirely lost, as no credit is given for the 
gift tax paid upon these gifts when the wife 
dies first. 


Other Advantages Illusory 


HAT are the other reputed advan- 
tages of taking title to property 
jointly? 

First: Avoids the necessity of administra- 
tion. As to real estate in an estate not sub- 
ject to the Federal estate tax, that is true. 
As to personal property, no transfers can 
be effected without tax clearances, and de- 
positories, transfer agents and others are 
subject to penalties for permitting any 
transfer without tax clearances. All of the 
property is subject to a lien for Federal tax- 
es, both gift and estate. The estate tax lien 
attaches to the interest of a decedent in a 
joint estate and in an estate by the entirety, 
without the recording necessary in the case 
of liens for income taxes. The lien continues 
for ten years, unless sooner paid, and is su- 
perior to the rights of mortgagees in good 
faith and who have given value. The lien 
attaches not only to the property omitted 
from the return (Detroit Bank v. United 
States, 317 U.S. 329), but also to that list- 
ed, in case a tax deficiency later appears. 
For title purposes extreme care must be 
taken to make certain that all property, in- 
cluding property jointly held, is listed and 
the tax paid. 


The lien for gift taxes is likewise a fac- 
tor to be considered. Where the gift tax has 


*In some States no inheritance tax will be saved. A 
number of States have abolished tenancies by the entire- 
ties. In others, there is no exception similar to that pro- 
vided by the Indiana inheritance tax statute. 
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not been paid by the donor, the donee is 
liable for the tax to the extent of the value 
of ‘the gift. A donee is also liable, to the ex- 
tent of the value of his gift, for unpaid tax- 
es on gifts made to others by his donor in 
the same taxable year. 


Second: Places property so that it can’t 
be reached for husband’s debts. There ig 
some truth to this, although circumstances 
may make it possible for a creditor to levy 
upon property appearing in joint name. At 
the same time, for credit purposes the wife 
has to assume full responsibility with her 
husband by signing notes and other docu- 
ments when the estate consists of property 
jointly owned. 


Third: If property is held jointly, it will 
pass to the survivor without question, and 
there is no need to worry about wills or 
laws of descent. This may be true, if the 
language is adequate to create a true joint 
tenancy. The language creating the joint 
tenancy must be such as to show clearly 
that a joint tenancy and not the relationship 
of tenants in common was intended to be 
created, and the courts tend to favor a con- 
struction creating a tenancy in common 
rather than a joint tenancy. Furthermore, 
when a joint tenancy has been created all 
power of disposition with respect to such 
property is gone. This supposed advantage 
may actually turn out to be a real disadvan- 
tage. 


Disadvantages Important 


S against these supposed adventages, 
there are important disadvantages in 
addition to those already indicated. Jointly 
owned personal property is subject to the 
control of two persons rather than one, and 
conflicts over its disposition or retention 
may occur. Accounting difficulties ensue for 
tax purposes where both the husbend and 
the wife have contributed to its acquisition. 
While the acquisition of property in joint 
name may subject the husband to a gift tax, 
it does not reduce his Federal income tax if 
he has, or exercises, the right to the income 
from the joint property. Joint tenancies in- 
terfere with the orderly administration of 
estates by placing the property in the cus- 
tody and control of an individual who is not 
primarily responsible for the settlement of 
the estate. 


Where considerable property is in joint 
name, but taxable for purposes of estate 
taxes, the taxability of this joint property 
often imposes an unfair tax burden upon 





the heirs or devisees who inherit such of the 
property of the decedent as was in his indi- 
vidual name. As gn example: The decedent 
dies intestate leaving a widow and two chil- 
dren. One half in value of his property was 
held jointly with his wife, fully taxable to 
his estate. The Federal estate tax amounts 
to $100,000, and is payable entirely out of 
the decedent’s estate. The widow takes one 
half in value of the property by reason of 
the joint tenancy and inherits one-third of 
the remainder, less $33,333 in Federal taxes. 
Each of the children receives one-third of 
the remainder, less $33,333 in federal taxes. 
The children have had to bear the tax bur- 
den upon property in which they had no in- 
terest and have had to pay taxes on the 
property they do take at higher rates by 
reason of the inclusion of the joint property 
in the taxable estate. The tax on their inter- 
est has been more than doubled, and the net 
estate which they inherit has been substan- 
tially reduced by the inclusion of the joint 
property for tax purposes. 


THE TREASURY DEPARTMENT is understood to 
be working on a bill to amend the powers of 
appointment provisions of the Internal Rev- 
enue Code. 


AL New fersey 
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New York Common Trust Fund Law 
Unconstitutional 


N a startling decision handed down April 

30th, Surrogate G. Robert Witmer of 
Rochester, ruled that New York’s common 
trust fund law enacted in 1943 is uncon- 
stitutional because it fails to require adequate 
notice of accountings to beneficiaries of the 
participating trusts. 


The ruling is, in effect, dictum inasmuch as 
the Surrogate held that he had no jurisdiction 
over this accounting petition filed by Security 
Trust Company of Rochester in view of the 
fact that the 86 trusts in the common fund 
include inter vivos accounts which the Judge 
said do not come within the jurisdiction of his 
court. However, he went on in his 32-page 
decision to declare that the 1943 amendments, 
permitting the trustee to serve notice of ac- 
counting proceedings by publication, “is not 
calculated to notify. In fact, it appears to 
be a colorable and illusory provision that 
seems to provide for notice and yet is cal- 
culated not to give notice, and it is therefore 
invalid.” ‘ 


The decision came as a shock particularly 
in view of the two favorable rulings which 
had been rendered in December by the Surro- 
gate’s of New York County. 


COMPLETELY EQUIPPED 
TO HANDLE EVERY 
FIDUCIARY SERVIC 


NATIONAL NEWARK & 
Banking Company 


Newark 


New Jersey 





TRUSTS and ESTATES—May 1947 


CURRENT FEDERAL 


TAX NOTES 


SAMUEL J. FOOSANER 


Counsellor at Law, Newark; Special Tax Lecturer at New York 
University, University of Miami, Rhode Island State College, 


Income Tax 


Basis of property transferred to wife for 
relinquishment of marital rights. Taxpayer 
was about to marry S. S. Kresge. She en- 
tered into an ante-nuptial agreement under 
the terms of which she relinquished all her 
marital rights and received “as a gift” cer- 
tain shares of stock in S. S. Kresge & Co. 
Subsequently, she sold some of the stock so 
received. At that time her adjusted basis 
was $10.67 per share, whereas Mr. Kresge’s 
adjusted basis would have been about 16c 
per share. Commissioner sought to use lat- 
ter figure in computing capital gain from 
her sale of stock. HELD: The view of the 
Supreme Court that donative intent is not 
necessary to subject a transfer to a gift tax 
is not applicable to income tax. Even though 
the consideration which taxpayer gave Mr. 
Kresge could not have relieved him from 
gift tax (if there had been one in effect at 
the time of the transfer) it was sufficient 
consideration to prevent it from being treat- 
ed as a gift for income tax purposes. Hence, 
the income tax provision requiring a donee 
to take the donor’s basis is not applicable 
here. Doris Farid-Es-Sultaneh, v. Comm., 
C.C.A.-2, April 11. 


Trust income taxed to the grantors. Hus- 
band and wife each created identical trusts 
for each of their three children, with them- 
selves as trustees. Each trust provided for 
payment of income to the child or his legal 
guardian without restriction as to use or 
purpose. Upon a given child’s death, princi- 
pal and any accumulated income were to be 
paid to such beneficiary as the child might 
appoint in his will. In default of such ap- 
pointment, such principal and income were 
to revert to the husband and wife or the 
survivor. The trustees were empowered to 
pay such sums out of principal as they 


and Practising Law Institute 


deemed advisable, and possessed extensive 
control over the trusts. HELD: Power to 
accelerate payments of principal to a bene- 
ficiary or to revest title upon the happening 
of a contingency are not the equivalent of 
a power to revest title to the property in the 
grantors. Where, however, the grantors re- 
tain broad powers of control over the trust 
property and close reciprocal relationships 
exist between trusts established by them, 
they are taxable upon the income of such 
trusts. Chertoff v. Comm., C.C.A.-6, April 7. 


Trust expenses allocable to exempt. income 
not deductible by beneficiaries. Sums earned 
by a trust included certain tax exempt in- 
come. The trust deducted all expenses of 
operation. However, Commissioner deter- 
mined that a portion of such expenses was 
properly allocable to the tax exempt income, 
and, therefore, not deductible. The benefi- 
ciaries, in arriving at the income currently 
distributable and taxable to them, applied 
the entire amount of the trust expenses to 
the taxable portion of the trust’s income. 
HELD: Part of the expenses of the trust is 
properly allocable to the tax-exempt income 
and such part is not deductible from the in- 
come currently distributable to the benefi- 
ciaries. Meissner v. Comm., 8 T.C. No. 86, 
April 3. 


Income includible in the income tax re- 
turn of decedent. Section 134 (g) of the 
Revenue Act of 1942 provides that certain 
income that formerly had been includible 
in the income tax return of a decedent for 
the last period of his life could be excluded 
therefrom if proper consents were filed 
within a stated period of time in accordance 
with the Regulations. Such consents could 
be filed either by the executors or by every 
possible beneficiary of such income. The ex- 
ecutor of a decedent who died in 1942 















sought to invoke the benefits of this Section 
by writing an informal letter, not under 
oath, to the Collector. The beneficiaries of 
the estate were exempt organizations. They 
filed “verified statements” two years later. 
HELD: Neither the executors nor the bene- 
ficiaries filed proper consents within the 
meaning of the Regulations. The fact that 
the beneficiaries were exempt from income 
tax did not relieve them from the require- 
ment of the statute. Estate of Ingraham v. 
Comm., 8 T.C. No. 77, March 31. 


Estate taxable on income from devised 
realty. Estate had approximately $27,000 
income during its first taxable year. In its 
return, the estate deducted entire amount 
as currently distributable to beneficiaries. 
No actual distributions were made during 
this period but the beneficiaries reported the 
amounts in their income tax returns. Es- 
tate used the synoptic method of bookkeep- 
ing which makes no provision for crediting 
amounts to legatees or devisees. It claimed 
that if it were not entitled to deduct the en- 
tire amount of its income as currently dis- 
tributable, at least income from real prop- 
erty which was devised by decedent should 
be taxable to devisees and not to it since, 
under local law, devised property vests in 
devisees immediately upon decedent’s death. 
HELD: Legatees could not apply to local 
court to compel distribution. Under local 
law, they could merely apply for distribu- 
tion in the court’s discretion. This did not 
make the income currently distributable. 
Even income from realty was taxable to es- 
tate and not to devisees since administra- 
tors were entitled to collect the rents in or- 
der to pay decedent’s debts and expenses of 
administration. Estate of Cohen v. Comm., 
8 T.C. No. 87, April 8. 


Administrator may deduct expenses of 
suit brought against him by heirs. In 1939 
certain heirs of an estate which had been in 
process of administration since 1930 
brought suit against the administrators for 
$300,000, claiming mismanagement. One of 
the administrators offered to settle the suit 
by foregoing the commissions to which he 
might be entitled. Later, however, in addi- 
tion to forfeiting the fees, he paid $10,000 
in compromise of the suit and $1,500 to at- 
torneys. In his income tax return, he de- 
ducted $11,500 as a nonbusiness expense. 
HELD: This amount was properly deduct- 
ible under Section 23(a) (2). Taxpayer ac- 
cepted the appointment as administrator 
only because of the expectation of receiving 
compensation for his services. Having en- 
countered outlays in his regard, they must 
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be recognized under the law. Josephs v. 
Comm., 8 T.C. No. 68, March 25. 


Expenses of will contest not deductible. 
Taxpayer deducted on his income tax return 
attorneys’ fees and court costs in connec- 
tion with contesting his aunt’s will. Suit had 
been compromised by taxpayer accepting 
$5,000 in a series of notes bearing no inter- 
est until after maturity. All the notes were 
paid without the taxpayer receiving any in- 
terest. HELD: Contest expenses are not de- 
ductible. Taxpayer’s recovery in the suit 
was limited to property receivable by him 
through inheritance and thus specifically 
excluded from income. Furthermore, the 
property itself was non-income producing. 
Section 23(a) (2) cannot be extended to in- 
clude this as property held for the produc- 
tion of income. Spears v. Comm., T.C. 
Memo, March 18. 


Alien’s desire to avoid freezing of assets 
not business purpose that will support fam- 
ily partnership. A resident alien operated 
an importing business as a sole proprietor- 
ship. In 1941 he formed a partnership with 
himself and his wife as general partners, 
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each with a one-fourth interest. The re- 
maining fifty per cent of the partnership 
was used to create trusts of one-eighth in- 
terests for each of their four children. This 
was done to avoid freezing of assets as alien 
property, to provide security for children, 
and to reduce income tax liability. HELD: 
Husband and wife are each taxable on one- 
half the income of the partnership. No real 
business purpose existed for the trusts pos- 
sessing interests in the partnership. Lily Ho 
Quon v. Comm., T.C. Memo, March 28. 


Family partnership sustained by proof 
that wife contributed capital and services. 
Taxpayer operated a restaurant in leased 
premises at the time of his marriage in 
1935. He owned no equipment and had no 
capital. His wife contributed $500 to the 
business, agreeing to operate the enterprise 
jointly with her husband, and to put all 
profits back in the business. In 1942 they 
were approached by an insurance and estate 
planning agent who inquired about their 
business and advised them to consult a law- 
yer to execute a formal partnership agree- 
ment, reciprocal wills, etc. While a lawyer 
did prepare the wills and other related doc- 
uments, he did not prepare the partnership 
agreement until 1944. The Commissioner 
sought to tax the entire income of the part- 
nership for the taxable year 1943 to the 
husband. HELD: The record was con- 
vincing that the business was operated 
jointly by the husband and wife, with the 
wife performing every type of service that 
the husband rendered. It is immaterial that 
no partnership return had been filed prior 
to the taxable year or that the formal part- 
nership agreement was not executed until 
after the taxable year. Winchester v. 
Comm., T.C. Memo, March 25. 
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Estate Tax 


Deduction allowed to estate for charitabl: 
remainder where corpus could be invaded. 
Testamentary trust gave four-fifths of in- 
come to decedent’s widow for life, with re- 
mainder to charity. The trustees were given 
discretion to invade corpus if the income 
were not “sufficient and adequate for my 
wife”. The widow was 70 years of age and 
had other sources of income. HELD: Possi- 
bility that corpus would not be preserved 
intact for charity could not be considered 
more than negligible; therefore, bequest to 
charity is deductible. Estate of Jack v. 
Comm., T.C. Memo, March 7. 


Value of stock in close corporation. Dece- 
dent owned 400 shares in a close corpora- 
tion. The stock was reported for estate tax 
purposes at $120 per share. Commissioner 
established a value of $180. HELD: From 
all the facts, a value of $150 per share is 
proper. Previous sale of 400 shares at $120 
per share was a forced sale. Company was 
sound end had a good earnings record. Oth- 
er sales at higher figures were also to be re- 
lied upon.Estate of Poley v. Comm., T.C. 
Memo, March 7. 


Property removed from decedent’s estate 
by release of power of appointment. Grantor 
created a trust for his son, now deceased. 
Income was payable to the son for life with 
the remainder payable when he reached cer- 
tain ages. Son also had a testamentary pow- 
er of appointment over all property not yet 
distributed to him. If this power were not 
exercised, the undistributed property was to 
devolve under the laws of intestacy. Son ex- 
ecuted a release of the power, under seal. 
He retained right to income for life and 
right to distribution of corpus on reaching 
certain stated ages. He died before receiv- 
ing any distributions of corpus. District of 
Columbia imposed an inheritance tax on the 
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undistributed property on the ground that 
it passed from decedent at his death. 
HELD: Decedent did not have such an in- 
terest in the undistributed property as to 
cause it to be included in his estate. The re- 
lease which the decedent executed did not 
result in any serious frustration of the do- 
nor’s wishes and was effective to eliminate 
decedent’s interest. Decedent’s heirs thus 
take from decedent’s father and not from 
decedent. District of Columbia v. Lloyd, 
U. S. Court of Appeals, Dist. of Col., March 
17. 


Trust not includible in estate by reason of 
remote legal possibility of reversion. Dece- 
dent executed trust in 1934 reserving in- 
come to himself for life, and thereafter to 
his issue surviving. If he left no issue sur- 
viving, property was to devolve in equal 
shares to his brother and sister then surviv- 
ing, with children of a deceased brother or 
sister taking per stirpes. When decedent 
created the trust, he was unmarried and had 
no children, but he had five brothers and one 
sister living, who among them had a total 
of seven children. All these plus three addi- 
tional children were living at the time of 
his death. HELD: Tax Court’s decision that 
corpus of trust was not includible in dece- 
dent’s gross estate is affirmed. Rule laid 
down in Dobson case to effect that a Tax 
Court decision must stand in the absence of 
a clear-cut mistake of law must be recog- 
nized. Comm. v. Estate of Church, C.C.A.-3, 
March 17. 


Gift Tax 


Sales of stock to junior executives not 
subject to’ tax. Principal stockholders and 
senior executives in a company made trans- 
fers of their common stock to junior exec- 
utives pursuant to a plan to gradually shift 
responsibilities of management to them. 
Junior executives paid price which was fixed 
by Executive Committee of Company pur- 
suant to a stockholders’ agreement. 75% of 
the holders of common stock could either 
prevent or require sale of stock by the jun- 
ior executives. Commissioner claimed that 
actual value of stock transferred exceeded 
selling price and sought to impose a gift tax 
on the difference. HELD: Although dona- 
tive intent is not always necessary, trans- 
fers constituting genuine business transac- 
tions are not within scope of gift tax. 
Transfers were made in ordinary course of 
business and even if value of stock were 
greater than amount paid therefor, trans- 
fers would not be subject to gift tax. Estate 
of Anderson v. Comm., T.C. Memo. Mar. 31. 


Revenue Bureau Rulings 


No gift tax where power to change bene- 
ficiary of annuity retained. Where an em- 
ployee, entitled to receive straight life an- 
nuity under his employer’s retirement bene- 
fit plan, exercised option to receive lesser 
annuity but for his wife’s life as well as his 
own, retaining power to change beneficiary, 
there is no gift tax due since such gift is in- 
complete. Wife’s annuity is conditioned 
upon survivorship and intended to take ef- 
fect in possession or enjoyment at or after 
death, so that upon employee’s death it will 
be includible in his gross estate. If the em- 
ployee does not reserve right to change 
beneficiary, gift tax will apply and will be 
credited against applicable estate tax. Let- 
ter Ruling, GC: I: GHS-A-387474. 


Death benefits paid to employee’s heirs 
taxable. Where a widow or heirs of a de- 
ceased employee receive amounts pursuant 
to the terms of a voluntary death benefit 
plan to which no contributions have been 
made by the employee, the amounts are not 
gifts but taxable income to the recipients. 
I. T. 3840. 1947-4-12489. 
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TRUSTS and ESTATES—May 1947 


RECENT LEGISLATION AFFECTING 
ESTATES AND TRUSTS 


Arizona 


Ch. 106: Lowers to 18 years the age at which 
guardianship of married minor is terminated 
as to community property. 

Ch. 107: Removes disability by reason of 
minority in respect to community property 
where married person is 18 years of age. 

Ch. 131: Allows exoneration of bond of 
guardian of minor where estate consists of 
money only, not exceeding $1,000 and U. S. 
or other suitable securities are purchased. 


Arkansas 


A. 390: Provides for notice of granting of 
letters testamentary or of administration in 
estates of $1,000 or less. 


Connecticut 


S.B. 77: Authorizes savings banks to invest 
in obligations of the International Bank for 
Reconstruction and Development. 

S.B. 347: Exempts employees’ trusts from 
the rules against perpetuities and suspension 
of power of alienation, unless terminated by 
court for such reason within three years after 
effective date of this act. 

H.B. 860: Requires appointment of guar- 
dian of estate of minor to receive or use minor’s 
property exceeding $500 (increased from 
$100). 


Delaware 


H.B. 65: Enacts provision for apportion- 
ment of Federal and State estate taxes. 


H.B. 166: Provides for release of powers 
of appointment. 


H.B. 205: Repeals provision for joinder of 
wife with husband on bond when letters for 
settlement of personal estates are issued to 
wife or to both. 


H.B. 216: Provides for simplified settlement 
of personal estates not exceeding $500 and 
release of debtors or persons having custody 
of the property. 


H.B. 267: Permits acquisition of interest in 
common trust fund by payment in U. S. Sav- 
ings Bonds Series G at par; also extends val- 
uation period from two to seven days after 
predetermined valuation dates. 


H.B. 297: Establishes new fees for Register 
of Wills in New Castle County. 


Idaho 


S.B. 64: Provides for a penalty bond, where 
the widow is appointed administratrix and the 
property was community property, of not less 
than 10% of the amount regularly required. 


S.B. 27: Establishes requirements of proper 
notice of public sale of real estate for distri- 
bution to heirs or legatees. 

S.B. 21: States the requirements for notice 
of private sale. 

Ch. 45: Excepts trust companies from the 
bond provisions required for individuals acting 
as guardian, conservator, or committee of a 
minor, and applies Code section 29-904. 

Ch. 26: Provides that marriage of minor 
does not terminate the control or management 
of minor’s estate by guardian. 

Ch. 17: Repeals provision setting due date 
of legacies and commencement date of an- 
nuities. 

Ch. 18: Prevents creditors of decedent, not 
named in court order for payment, from re- 
covering contribution from creditors named 
and paid. Creditor to whom notice was not 
given may recover against executor’s or ad- 
ministrator’s bond. 


Indiana 


S.B. 88: Provides for the sale at market 
value of any part of estate consisting of 
securities sold on the exchanges, regardless of 
the appraised value, without notice or re- 
appraisement. 

H.B. 360: Simplifies the disposition of assets 
which are found after an estate has been 
closed. 


(Correction: In April issue, at page 459, 
S.B. 126 and S.B. 129 should read $300 instead 
of $1,000.) 


Kansas 


S.B. 137: Clarifies the present law providing 
for permissive joinder of administration of 
estates of two persons who died intestate, as 
well as proceedings involving descent from two 
or more persons. 


S.B. 274: Permits investments by fiduciaries 
in loans insured or guaranteed under the ser- 
vicemen’s readjustment act. 

S.B. 290: Permits temporary detention of 
insane person up to 90 days, and allows such 
detention for treatment as well as exam- 
ination. 

S.B. 15: Adopts the uniform simultaneous 
death act. 

S.B. 31: Requires sheriff to execute deed to 
devisees of deceased purchaser where latter 
has left a will, otherwise to his heirs. 

H.B. 347: Codifies the banking laws, with 
modifications, revisions, and additions. 

H.B. 386: Amends veterans’ guardianship 
act to provide for compensation at present 
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rate of five per cent of income during any year 
or one per cent of corpus, which ever is 
greater. 

H.B. 392: Enacts modified version of Uni- 
form Stock Transfer Act. 


Maine 


(See item at end of this report.) 


Maryland 
Ch. 156: Enacts provisions for apportion- 
ment of estate taxes. 


S.B. 182: Permits fiduciary investments in 
obligations issued or guaranteed by the Inter- 
tional Bank for Reconstruction and Develop- 
ment. 


Minnesota 


Ch. 45: Increases from $500 to $1,000 sur- 
viving spouse’s allowance as to furniture and 
household goods. 


Ch. 234: Increases to $50,000 the amount 
which may be invested in a common trust 
fund. 

Montana 


Ch. 3: Requires the court to appoint the 
day for settlement of guardian’s account. 


Ch. 140: Omits the provision for the sur- 
viving spouse to take entire estate when there 
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is no surviving issue, father, mother, brother 
or sister. 


Nebraska 


L.B. 18: Provides for determination of heirs 
before, at or after final decree. 


L.B. 136: Adopts uniform simultaneous death 
act. 


L.B. 132: Requires inventory by special ad- 
ministrator and executor who is also a residu- 
ary legatee, within two weeks after appoint- 
ment. 

L.B. 282: Amends short form proceedings to 
determine heirs. 

L.B. 161: Provides for appointment of con- 
servator of estate by County Court on applica- 
tion of infirm or aged person. 

L.B. 218: Attempts to legalize joint tenancies 
nullified by Stuehm v. Mikulski, 189 Neb. 374, 
297 N.W. 595. 


New Mexico 


S.B. 182: Bars creditors’ claims, except judg- 
ment or mortgage liens, against decedent’s 
real property where no letters of administra- 
tion or testamentary have been issued, or 
notice of appointment published within six 
years of date of death. 


H.B. 167: Requires a written memorandum 
signed by the decedent and a preponderance 
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of evidence of fulfillment of obligations by 
claimant in order to maintain a claim upon an 
agreement by decedent to adopt claimant or 
treat him as an heir. 


New York 


Ch. 527: Permits investments by fiduciaries 
in bonds and mortgages guaranteed to the 
extent of 50% under the Servicemen’s Read- 
justment Act provided there is a completed 
dwelling of not more than four family units. 

Ch. 752: Removes the requirement of Sur- 
rogate Court’s supervision over the fiduciary’s 
statutory power to take possession of, sell, 
mortgage or lease realty. 

Ch. 848: Provides method of valuing inter- 
ests in real property dependent upon the dura- 
tion of one or more lives, and future interests 
similarly dependent. Also reduces percentage 
from five to four in computation of value of a 
life estate or annuity in order to determine 
validity of the amount of a remainder to char- 
ity where a spouse, child, descendant or parent 
survives. 


Ch. 849: Provides that where money is re- 
covered in actions for partition, foreclosure 
of a mortgage, condemnation or waste, the 
parties having interests in the property af- 
fected, in the discretion of the court, may 
receive a sum in gross or earnings from a 
sum invested for their benefit. 


New Jersey 


Ch. 70: Validates certain wills probated be- 
tween July 4, 1908, and July 4, 1918, where 
proofs are lacking. 


North Carolina 


S.B. 242: Provides for reduction of bond of 
guardian. 


H.B. 480: Validates private sales at current 
market prices of farm commodities and pro- 
duce which have a readily ascertainable mar- 
ket value and are bought and sold upon any 
established market. 


North Dakota 


S.B. 229: Permits, without changing the 
liability of the surety, joint control of de- 
cedent’s money by executor and surety. 
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H.B. 161: Reduces time for presentation of 
claims against deceased to three months after 
publication of notice to creditors. 

H.B. 212: Adds conditions for petition for 
distribution of estate where petition is not 
included with final account. 


Oregon 


S.B. 51: Changes the Uniform Principal and 
Income Act by charging to principal the ex- 
penses of management or disposition of unpro- 
ductive property and repealing provision re- 
quiring amortization of improvement costs 
and assessments out of income. 

S.B. 52: Adopts the Prudent Man Rule of 
Trust Investment. 

S.B. 53: Enables the release of powers of 
appointment. 

S.B. 191: 
cedure, 

S.B. 210: Adopts Community Property Law. 

S.B. 296: Broadens powers of executor and 
administrator in the sale of real property. 


South Dakota 


S.B. 46: Permits a lesser bond of executor 
or administrator where the value of personal 
property and annual rents is less than $2000. 

S.B. 51: Eliminates bond prior to sale of real 
estate where bond given upon appointment of 
guardian is sufficient to protect ward’s estate. 

H.B. 47: Changes to four months after 
notice time for decedent’s creditors to file 
claims. 


Reorganizes guardianship pro- 


Texas 


H.B. 190: Amends conditions for discharge 
of a guardian to include minor whose disabil- 
ities of minority are removed. 

(Just as this issue was going to press Gover- 
nor Jester was signing the Uniform Common 
Trust Fund Act.) 


West Virginia 


S.B. 161: Provides for payment of small 
sums due employees from all employers, in- 
cluding the government, to descendants or 
distributees. 


S.B. 286: Amends provisions for disburse- 
ment to guardians. 


Maine Repeals Apportionment Law 


ALLOCATION of the federal and state estate tax- 
es among the beneficiaries, under Chapter 269 
of the Laws of 1945, was so difficult to admin- 
ister, in the opinion of many prominent at- 
torneys, that the legislature repealed the stat- 
ute this year. The action was further justified 
upon the ground that a just sharing of the bur- 
den can be provided for more properly by prop- 
er draftsmanship of wills and trust instru- 
ments. 





NOTES ON CURRENT LITERATURE 


BOOKS 
Estate Planning 


Philadelphia Life Insurance and Trust Council, 1616 
Walnut St. 77 pp. $5.00. 


This booklet represents transcriptions of a 
series of ten lectures presented last Fall under 
the sponsorship of the Philadelphia Council. 
Delivered by well known authorities, the talks 
were on such topics as The Field of Estate 
Planning (Wormser), Business Interests (Pol- 
isher), The Cost of Dying (Garwood), Tax 
Problems in Life Insurance (Hamilton), Life 
Insurance Options (Smith), and Estate Plan- 
ning in Action (Panel). An excellent invest- 
ment. 


Institute on Federal Taxation: Fifth 
Annual 
Matthew Bender & Co., New York, 991 pp., $20. 


New York University’s 5th annual volume 
emphasizes “How to do it.” The 56 distinguish- 
ed authorities, whose oral deliveries make up 
the contents of the book, present the active 
pactitioners’ viewpoint. Each has distilled all 
the knowledge gathered after three months of 
study of the particular problem. For the tax 
man who wants to keep abreast of current 
developments this book is an effective and in- 
teresting way of doing it. 


How To Make a Will 


PARNELL CALLAHAN. Oceana Publications, 
New York. 92 pp., $1.00. 


Inc., 


This handy pocket size book covers the 
formalities for drawing a will as required in 
the 48 states. In aid thereof will be found 
charts as to the age for execution of a will 
and as to the number of witnesses. Types of 
clauses as well as definitions of frequently 
used terms are set forth in simple language. 
With all this is found the advice that the will 
should actually be drawn by a lawyer. 


Tax Systems, Tenth Edition 


Chicago and New York: Commerce Clearing House, 
Inc. 


The material has been summarized and 
classified to give a panoramic picture of tax- 
ation generally as well as the tax structure 
of individual states. Arrangement by states 
and type of tax, with over 150 charts and 
tables, presents the information in a concise 
and understandable form. The comprehensive 
array of tax collections depicts tax yields of 
the various units of government. The volume 
is an excellent source and reference book. 


Agenda for Progressive Taxation 


DR. WILLIAM S. VICKREY. The Ronald Press Com- 
pany, New York. 496 pp. $4.75. 


After examining in detail the various pos- 
sible bases for progressive taxation, a major 
overhauling of our present tax structure is. 
proposed, by means of a comprehensive aver- 
aging method of assessment of the income tax. 
Differences in tax burden arising from differ- 
ences in the time at which income is reported 
and from methods of transfer are eliminated. 
Changes suggested include full taxation of 
capital gains, elimination of exemption of 
interest on government bonds, inclusion of all 
income of dependents claimed, inclusion of the 
rental value of owned homes, and the gradua- 
tion of the tax on a per capita basis. Wherever 
possible the ability to pay concept predom- 
inates. Applying it to succession taxes would 
place the burden upon the person possessing 
the asset, determined in some respect upon 
the difference in age between the testator and 
devisee. Reduction of double estate taxes upon 
the asset is contemplated. The spending and 
net worth taxes may have an important role 
to play in the future. 


ARTICLES 


The Use of Trusts in Federal Estate 
Tax Planning 


GEORGE E. RAY and OLIVER W. HAMMONDS: 


Journal of Accountancy, April. 


“Efforts of taxpayers to retain control over 
their property through the trust device and 
yet rid themselves of the tax burdens on the 
income, coupled with the-need for greater 
revenues, have accelerated” changes in tax 
laws relating thereto. While at present the 
section of the Code defining gross estate has 
not been used to cover loopholes as has the 
section defining gross income, it is expected 
that the court will look through form to sub- 
stance for a new application of an “interest 
of decedent at the time of his death.” Despite 
these extensions the trust is an effective de- 
vice and can be tax-saving if well-planned and 
watched. 


Fifty Years of Trust Business, 1897- 
1946 


GILBERT T. STEPHENSON. Studies in Trust Busi- 
ness, Third Series, No. 16 (Published in April Trust 
Bulletin). 


Mr. Stephenson, who has contributed so 
much to the progress of the trust business 
over the past quarter of a century, describes 
the beginnings of trust business before review- 
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ing the developments of the period under con- 
sideration. He lists the first and oldest existing 
trust institutions in each of the States. The 
trends in the past fifty years are discussed 
under the following headings: 

Trust institutions, associations, conferences, 
services, literature, taxation, investments, 
compensation, principles and policies, relations 
with underwriters and lawyers, and govern- 
mental supervision. Of the 80 or more types of 
trust services now being offered, only three 
can be considered products of this period: 
community trusts, insurance trusts and em- 
ployees’ trusts. Therefore, and regarding the 
trust business as now in its age of maturity, its 
future will depend on the development of ex- 
isting services. 

A 50-item chronology of trust business in the 
half century is appended. 


Taxation of Partnership Business In- 
surance 
ROBERT L. MILLER: Notre Dame Lawyer, March. 


Life insurance has presented the answer to 
the attorney’s problem of arranging for the 
purchase of a business after one partner dies. 
By providing in the partnership agreement, 
for the right to purchase and the method of 
determining the value, and insuring the lives 
of the partner to meet the amount, the prob- 
lem is eased. Arrangement should be made for 
the surviving partner to repurchase the policy 
on his life from the deceased’s executor. The 
premiums paid would not be deductible and 
the proceeds of the policy would not be tax- 
able for income tax purposes, except when as- 
signed, in which case only the excess over 
consideration paid is taxable. The proceeds of 
the policy will be included in the partner’s 
estate if he or the partnership paid the 
premiums. If there are more than two part- 
ners and each takes out a policy on each of 
the others in such an amount that the total 
of the proceeds to survivors will equal the 
share of a deceased partner, the survivors 
will not have sufficient policies to cover them- 
selves. It would therefore become necessary 
to increase the amount. “Tax wise” attorneys 
can prevent partnership quarrels. 


Pensions for Partners: Tax Laws are 
Unfair to Lawyers and Firms 


JOHN R. NICHOLSON: American Bar Association 
Journal, April. 


By comparing two brothers of equal ability 
and education, differing only in that one be- 
came a lawyer and the other a manufacturer, 
the disadvantages of the lawyer in preparing 
for future security and accumulating income 
are pointed out. He cannot seek the protection 
of “social security” legislation nor the Pension 
Trust. It is suggested that law partners be 
permitted to include themselves as beneficiaries 
under such plans. 
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Life Insurance and the Estate Tax 
WILLIAM T. HODGE: Taxes, April. 


The extent to which assigned life insurance 
policies are included in the estate of the de- 
cedent and are controlled by section 811(c) 
and (g) is considered. If the new wider scope 
of the latter is upheld it would appear that 
such assignments would come within the 
former when construed to take effect at death, 
regardless of incidents of ownership. 


Gift and Estate Tax Implications of 
Family Partnerships 


EDWARD N. POLISHER: Dickinson Law Review, 
March. 


As the “reality” of a family partnership 
has replaced ownership of property for income 
tax purposes, consideration has_ replaced 
“donative intent” in application of the gift tax 
statutes. Where good will is a valuable as- 
set, a transfer of future profits to a member 
of the family of the partner will be construed 
as a gift to the extent that the transferee’s 
share flows from the good will. Where it flows 
from the personal services of the transferor 
or transferee it is not a gift. However, the 
actual payments may be considered as a gift. 
For estate tax purposes, the control of the 
wife’s share and the use of the proceeds may 
render it includible where it originally consti- 
tuted a gift to her. 


Charitable Trusts and Capital Gains 
Georgetown Law Journal, March 1947. 


The construtcion applied to sections 117 (b) 
and 162(a) of the Internal Revenue Code de- 
prives the government of a large sum of 
taxes in cases where the trust has a sub- 
stantial amount of capital gains, and a per- 
centage of the income is paid to or set aside 
for charity. From the gross income, which 
includes the capital gains, is deducted the char- 
itable percentage. The half of the gains not 
includable in taxable income is then deducted 
from this sum, and the difference is the tax- 
able income. 


The commissioner is in favor of the view 
whereby half the gain is deducted from the 
gross income and then the percentage, leaving 
the taxable income. 


Other Articles and Comments 


Separation of Valid Interests from Interests 
Which Are Void Because of the Rule Against 
Perpetuities: Kentucky Law Journal, March. 

Inclusion in Gross Estate of Trust Property 
in Which Beneficial Life Interest or Possi- 
bility of Reversion is reserved in Settlor: 
Minnesota Law Review, February. 

Application of Federal Income, Estate and 
Gift Tax Laws to Community Property, by 


Willard S. Pedusen: Michigan Law Review, 


February. 





Decisions 


Among these digests of current decisions are included reports by the following 
attorneys, for their respective jurisdictions: 

CALIFORNIA: Walter L. Nossaman—Brady & Nossaman, Los Angeles 

COLORADO: Hubert D. Henry—Attorney & Counselor at Law, Denver 

DISTRICT OF COLUMBIA: Harold A. Kertz—Roberts & McInnis, Washington 

IOWA: Paul F. Ahlers—Stipp, Perry, Bannister, Carpenter & Ahlers, Des Moines 

MARYLAND: J. Crossan Cooper, Jr.—Venable, Baetjer & Howard, Baltimore 

MASSACHUSETTS: Guy Newhall—Attorney-at-law, Lynn 

MISSOURI: Robert Neill, Jr—Thompson, Mitchell, Thompson & Young, St. Louis 

NEW JERSEY: Samuel J. Foosaner—Counsellor-at-Law, Newark 

NEW YORK: Joseph Trachtman—Trachtman & Hughes, New York City 

PENN.: E. C. Shapley Highley—Shoyer, Rosenberger, Highley & Burns, Philadelphia 

WASHINGTON: Charles T. Donworth—Donworth, Donworth & Smith, Seattle 


The complete roster of contributing legal editors appears in January and July. 


Digests of cases from ALABAMA, ARKANSAS, FLORIDA, INDIANA, KANSAS, KENTUCKY, 
LOUSIANA, NEW HAMPSHIRE, OHIO and WEST VIRGINIA, were reported by members 


of the staff. 


ASSETS — Protection — Appealable Inter- 
est of Administrator 


Indiana—Appellate Court in Banc 
Ohlfest v. Rosenberg, 71 N.E. (2d) 614. 


After a court order confirmed the sale of 
certain real estate, but prior to the delivery 
of the deed, the administrator with the will 
annexed sought to have the sale set aside and 
a new one confirmed wherein the same price 
was offered for one-half of the parcel. Judg- 
ment was entered denying this relief. The ad- 
ministrator appealed. 

HELD: Affirmed. The administrator has 
no appealable interest in a judgment which 
affects the rights of the heirs and which does 
not affect his rights in his representative 
capacity. There was no evidence that the 
estate would be unable to pay creditors. 


ASSETS — Protection — Following Trust 
Property into the Hands of Innocent 
Donees 


Massachusetts —- Supreme Judicial Court 
Parker v. Lloyd, 1947 A.S. 387; March 6, 1947. 


X by her will gave the residue to her hus- 
band Y, who was named executor, “to be 
used by him in his lifetime in such manner 
as he shall deem necessary and proper for his 
comfortable support,” and on his death to A. 
Y closed out $27,000 in bank deposits and 
placed them either in joint acounts or in trus- 
tee accounts with his son, grandchildren, and 
second wife. After Y’s death the grandchil- 
dren had each used part of the money in 
the purchase of homes. This suit was against 
the various beneficiaries of these accounts to 
recover property alleged to be assets of the 
estate and traceable from the old accounts. 


HELD: The authority given to Y to use the 
estate for his comfortable support did not 
authorize him to make gifts. Although he 
had the right to use the property for his sup- 
port without appointing a trustee, his relation 
to A was essentially one of trust. Giving the 
money away was a breach of trust. One who 
receives trust property without consideration 
has no greater right than the one who trans- 
fers it in breach of trust, becoming thereby 
a constructive trustee liable to reconvey the 
property, and if unable to do so to compensate 
those entitled to it. A had a right to assume 
that Y would administer the estate properly. 


ASsETs — Protection — Trustee Not Li- 
able for Assets of Abortive Trust 


Alabama—Supreme Court 
McCarty v. Gant, 29 S. (2d) 136. 


The capital stock of a Finance Company was 
bequeathed in trust to pay the income to “A” 
and if the business could not be operated at 
a profit then the trustee should close it out 
and pay the proceeds to “B.” Testator actually 
owned no stock therein. All the stockholders 
of the corporation, who were the heirs at law 
of the deceased, conferred full power as at- 
torney-in-fact upon the trustee to defend the 
estate in litigation. He withdrew some money 
as such attorney. The business was discon- 
tinued for lack of funds after a short period 
of operation. The stockholders seek to hold the 
trustee personally liable for dissipation of the 
assets. 

HELD: He is not liable. The attempt to 
create a trust passed no title to the stock and 
assets of the company since the testator did 
not have any. The withdrawals were made 
with the consent of the parties, one of whom 
cashed the checks. 
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CLaims — Estate Obligated to Support 
Children Pursuant to Agreement 


Ohio—Common Pleas 
Silberman v. Brown, 72 N.E. (2d) 267. 


The terms of a separation agreement, where- 
by custody of the children was given to the 
wife and the husband agree to support them 
until they all reached 18, were incorporated 
in a divorce decree. By will the husband dis- 
inherited all but one child. The wife seeks 
to charge the estate for payments due since 
date of death, and for future payments. 

HELD: Judgment for plaintiff. Ordinarily 
an allowance for support does not run beyond 
the lifetime of the party charged. Here, how- 
ever, the contract expressly limits the obli- 
gation on the ages of the children rather than 
the life of the husband. The usual obligation 
falling upon the wife after the death of the 
husband is relieved by his express promise 
to support. The estate is therefore liable for 
the obligations imposed by the contract. 


DISTRIBUTION — Designation of Benefici- 
aries ‘ 
California—District Court of Appeal 


Estate of Feldman, 78 A.C.A. 854, Cal. App., Mar. 27, 
1947. 


Feldman’s holographic will gave to Meezit 
“fifteen thousand Dollars, three thousand for 
his personal use, and the rest to distribute ac- 
cording to my personal wishes.” 

HELD: Meezit took only $3,000 beneficially. 
Four persons, identified by Meezit as persons 
whom testator desired to benefit and awarded 
specified amounts, were included as_ bene- 
ficiaries. In so far as the will gave the fund to 
Meezit to distribute according to his own judg- 
ment, it failed to establish a trust, and that 
part of the fund fell into the residue (citing 
Estate of Ralston, 1 Cal. (2d) 724, 37 P. 2d 
76). 


DISTRIBUTION —- Interpretation of Statu- 
tory “Next Degree” 


Louisiana—Supreme Court 
Paline v .Heroman, 29 S. (2d) 473. 


“A” died intestate and his share of com- 
munity property went to his widow, his two 
sons having renounced their shares. Article 
1022 of the Revised Civil Code reads: “The 
portion of the heir renouncing the succession 
goes to his coheirs of the same degree; if he 
has no coheirs of the same degree, it goes to 
those in the next degree.” The widow devised 
the realty to the two sons. In this action to 
compel specific performance by the purchaser 
of a parcel of this realty, A’s grandchild 
claims part of the property renounced by her 
father. 

HELD: The grandchild has no standing. 
The effect of the renunciation, where there 


TRUSTS and ESTATES—May 1947 


are no coheirs, is to pass the property, as if 
there were no descendants; to the next in rank 
or right to inherit the renounced succession. 
A child of a living parent cannot inherit by 
representation. 


DISTRIBUTION — Writing Rather Than 
Subjective Reservation Determines In- 
tent 


New Jersey—Court of Chancery 
Morristown Trust Co. v. York, 52 A. (2d) 64. 


The remainder of the estate was placed in 
trust by the testator, to pay his widow one- 
half the income less one-half the net income 
from a trust created during his lifetime, and 
the balance to others. The widow had created 
the inter vivos trust with property given to 
her by the testator. She exercised her power 
to revoke this trust shortly after his death. 
The other beneciaries of the testamentary 
trust seek to have the court determine a fair 
assumed rate of income for the revoked trust, 
in order to carry out the provision of the testa- 
mentary trust. 


HELD: The widow is entitled to one-half 
of the income from the testamentary trust, 
undiminished by any assumed income from 
the revoked trust. The court must determine 
the intent of the testator from his writing and 
not from what might have subjectively ex- 
isted in his mind. The testator was one of the 
trustees of the trust, knew its provisions, and 
was therefore aware of the possibility of re- 
vocation. Since he could have made alternative 
provisions in the event of revocation and did 
not, the court will not make a new will for him. 


GUARDIANSHIP — Liability of Infant for 
Debts and Funeral Expenses of Parent 


U. S. District Court—District of Columbia 


In re Guardianship of Fitzwater, Jr., Minor, 75 Wash- 
ington Law Reporter 219. 


A widow died survived by a seven year old 
child. The principal asset of her estate origin- 
ated in a refund of contributions made by 
her to the Civil Service Retirement fund. This 
amount was paid directly to the guardian of 
the minor child. In addition the mother left 
life insurance policies payable to her child. 
The child’s guardian presents a petition for 
leave to pay the mother’s funeral expenses, 
amounting to the sum of $821, and bills for 
hospitalization and nursing services. 


HELD: The petition will be granted to the 
extent of authorizing the payment of the 
mother’s burial expenses in a_ reasonable 
amount. As such allowances out of a de- 
cedent’s estate are limited by law to a max- 
imum amount of $600 (D.C. Code Title 20, 
Sec. 605), by analogy such payment will be 
authorized in the sum of $600 only. The bills 
for nursing services and hospitalization will 
be disallowed, since the minor’s estate is not 





liable for debts incurred by his mother prior 
to her death. Even if there is no legal obliga- 
tion on the part of a minor child to pay a 
parent’s funeral expenses, nevertheless, such 
a moral obligation clearly exists, if the par- 
ent’s estate is insufficient to liquidate this 
indebtedness. It is proper for the guardian of 
a minor to recognize and fulfill his ward’s 
moral duty in this regard. 


INVESTMENT POWERS — Investment Pow- 
ers of Corporation Whose Shares Are 
Held in Trust Are Not Fixed by Pro- 
visions of Will 


New York—Surrogate’s Court, New York County 


Matter of Pulitzer, N.Y.L.J., April 14, 1947, page 
1446. 


Testamentary trustees hold most of the stock 
of a corporation which was bequeathed to 
them. The corporation originally published 
newspapers. The newspapers properties had 
been sold, the trustees having been authorized 
by the court to act in respect of such sale. 
The assets of the corporation presently con- 
sist of cash and securities. Two of the trustees 
are also directors of the corporation. The will 
authorizes the trustees to invest in specified 
securities in addition to those permissible for 
trustees generally; but is silent as to the 
power of the directors of the corporation to 
deal with the corporate property. The trustees 
sought the court’s advice and instructions; 
particularly as to whether they were under a 
duty or had the right to restrain the corporate 
directors from making investments other than 
the kind authorized by the will or by law for 
trustees. 


HELD: The corporate directors have the 
powers conferred upon them by the certificate 
of incorporation and the applicable corporate 
law. The powers and limitations of the trus- 
tees in respect of investments are not ap- 
plicable to the corporate directors. It was 
suggested that the stockholders could amend 
the certificate of incorporation so that the 
corporation would have wider investment pow- 
ers. Since such suggestion was made in briefs, 
and not in the pleadings, the court declared 
that no question on that point was before it; 
and that its decision should not be taken as 
approval of such course by the trustees as 
majority stockholders. 


INVESTMENTS — Deviation From Settlor’s 
Direction 


New Hampshire—Supreme Court 
Citizens National Bank v. Morgan, 51 A .(2d) 841. 


After specific bequests are paid the residue 
is to be invested in two savings banks and the 
income paid annually to four named persons. 
The trustee seeks to deviate from the invest- 
ment restriction. 


HELD: Deviation, permitted by chapter 371 
of the Revised Laws, requires such a change 
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of circumstances that compliance with the 
trust would defeat the purpose, and the new 
investments must be those lawful by statute 
for trustees. The decrease in interest rates 
by more than one-half constitutes such a 
change in circumstances. So much of the fund 
may be invested in common stocks as to make: 
up for the shrinkage. The interests of the 
remaindermen are protected by limiting the 
investments to those permitted by statute. 


INVESTMENTS — Liability of Trustees for 
Retention 


West Virginia—Supreme Court of Appeals 
Tavenner v. Baughman, 41 S.E. (2d) 703. 


Samuel died on December 27, 1930, giving 
the income from his estate for three years to 
Margaret, his wife, and Anne, his daughter 
and executrix. The residue, after the three 
years, was to pass “one third to daughter 
Anne, son Chester, daughter Jeanette, or to 
her heirs at law.” The executrix was given 
power and control in the sale and retention 
of the property, with the consent of the wife. 
The estate was to be reduced to cash as soon 
as advantageous. Margaret, the wife, died 
on June 1, 1933, leaving a will providing that 
her estate be divided in equal portions among” 
the three children, and naming Anne as exe- 
cutrix. On September 9, 1933, Jeanette died 
leaving her estate in trust for the benefit of 
her heir, the plaintiff, until twenty-one, and! 
named Anne as executrix and trustee. 


Both Samuel and Margaret held shares of 
stock of the same corporation. The appraised 
value of Samuel’s at his death was higher 
than those of Margaret at her death, both of 
which values were higher than the price ob-- 
tained when the stock was sold in 1936. The- 
plaintiff seeks to charge the executrix for this 
loss resulting from her failure to sell earlier. 


Anne used funds of the plaintiff’s estate 
for the purchase and sale of stocks which re-- 
sulted in a loss and plaintiff seeks to charge- 
her for this. Some of Samuel’s realty depre-- 
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ciated in value and plaintiff seeks an interpre- 
tation that this realty should be considered 
as personalty, because of the power to sell, 
as of the time of death, and the difference 
between the appraised value then and present 
value should be charged. 


HELD: The shares of Samuel and Mar- 
garet bequeathed to Jeanette became vested 
in Jeanette upon death of the testators, and 
by her will passed to the plaintiff. Jeanette’s 
will controls the use of the funds in the trust, 
the plaintiff having an interest in seeing that 
the shares from Samuel and Margaret are 
dealt with as required in the respective wills. 
While Anne had the authority to sell the 
shares she was not directed to do so until 
three years after the death of Samuel and is, 
therefore, chargeable only for the difference 
between the value then and the amount re- 
ceived. 


Despite the broad powers granted to A.B., 
due primarily to the long period during which 
she would have to be trustee for the minor, 
she will be held guilty only for wilful waste 
or reckless acts. Although she acted in good 
faith her dealings in the stock were of a 
speculative nature and she is chargeable for 
the loss. The provisions of the wills relieve 
her for losses which might result from prudent 
management. 


As to the real estate the will provides that 
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it is the testator’s desire that the property be 
changed into cash as soon as it is advan- 
tageous. But this is not a direction that it be 
done immediately, so that the equitable doc- 
trine of conversion will not be applied. She 
will not be surcharged when it is not shown 
that a sale at the time of death would have 
been advantageous. 


JURISDICTION — Power of Probate Court to 
Try Title 


Iowa—Supreme Court 
In re Anders Estate, 26 N.W. (2d) 67. 


Intestate and her husband apparently owned 
undivided interests in certain real property. 
Administratrix filed an application in probate 
court that the interest of intestate be declared 
to be in the husband under an alleged oral 
agreement. Service upon a nonresident heir in 
California was attempted by mail and post- 
ing, pursuant to Court Order. Upon his failure 
to appear, default was taken and an adjudica- 
tion made. A later Order approving the Ad- 
ministratrix’s final report also contained a 
similar adjudication. 

HELD: The attempted adjudication was a 
nullity as against the heir, the Probate Court 
(although in Iowa, it is also the _ District 
Court, which has general jurisdiction) having 
no jurisdiction to establish title as between 
representatives of the estate and strangers 
to it. “The power of the Court to try said 
action was not vested in the Court as the Pro- 
bate Court but as the District Court.” The 
Court does not decide whether the probate 
court would have had jurisdiction had an 
action been started therein, notice served as 
required by law for independent actions, (and 
the defendant failed to appear and move to 
transfer the case to equity for trial. 


LIFE TENANT & REMAINDERMAN — Allo- 
cation of Premiums and Discounts 


Missouri—Supreme Court 


Mercantile-Commerce Bank and Trust Co. v. Morse, 
No. 39823, decided April 21, 1947. 


Trustee sought instructions as to its ac- 
counting practices in allocating proceeds of 
bonds bought at a premium or at a discount 
including: (a) amortizing premiums paid for 
bonds out of interest received thereon, (b) 
charging a premium of $10 or less immediately 
against any available income as a matter of 
convenience, (c) crediting any excess over 
purchase price realized on sale or payment 
of bonds bought at discount, to corpus rather 
than income, (d) crediting any excess over 
amortized or investment value realized on sale 
to corpus rather than income. 

Testator left one-sixth of his estate in trust 
for life to his granddaughter, with a contin- 
gent remainder. Sums in excess of $54,000 had 
been transferred from income to corpus to 
amortize bond premiums. From an examination 





of the whole will it was not the testator’s in- 
tent to permit encroachment upon principal. 
Although silent as to what shall constitute 
income and corpus, the will provided for broad 
discretion in the trustee to make such alloca- 
tions on any basis that might to it seem “just 
and equitable.” 

HELD: (a) The co-called “straight-line” 
method of amortization of bond premiums out 
of interest is favored by the weight of author- 
ity and is compatible with modern investment 
practices by which bonds are priced for pur- 
chase on a “yield” basis. 

(b) There is no rule or reason in law to 
permit the trustee to charge the full amount 
of a small premium immediately against avail- 
able income instead of amortizing it out of 
interest as received. 


(c) Since accumulations of discounts are 
not actually realized until maturity, there is 
no appropriate source from which such income 
can be paid to the life beneficiary. The normal 
view is that gains in investments belong to 
capital and should therefore be credited to 
corpus, not income. 


(d) On the same general principles, any 
excess over amortized or “investment” value 
received, should be credited to corpus, not in- 
come. 

Each of the preceding rules governs where 
the will is silent as to allocation, but where, as 
here, the will gives the trustee discretion to 
act as to it may seem “just and equitable,” 
the trustee, might follow either of the two 
established rules. As to the handling of excess 
realized over purchase price of discounted 
bonds, or the amortized “investment” value of 
bonds bought at a premium, it is so well set- 
tled that the excess in each case should be 
credited to corpus, that the trustee would not 
be acting “justly and equitably” to apply any 
different rule. It would not be just and equit- 
able in any case to charge small bond prem- 
iums immediately to available income unless 
specifically directed by the testator. 


LIFE TENANT & REMAINDERMAN — Allo- 
cation of Stock Dividend Where Bene- 
ficiaries Agree Contrary to Trustee 


Colorado—Supreme Court 


Burden v. Colorado National Bank, No. 15581, March 
29, 1947. 


Under a power contained in the will giving 
to the testamentary trustee “full power and 
authority to decide and determine what 
property or money received by it shall be in- 
come and what shall be principal,” the trustee 
allocated certain shares of common stock re- 
ceived as dividends on common stock of the 
same respective corporations, to principal. The 
life tenant entered into an agreement with 
the three apparent remaindermen that these 
stock dividends should be income. The trustee 
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refused to recognize the agreement, and the 
life tenant sued for the stock paid as divi- 
dends. 

HELD: There being no fixed rule in Colo- 
rado regarding the crediting of stock dividends 
as income or principal, the trustee had the 
right to determine, under the discretionary 
power contained in the will, where the divi- 
dends should be allocated, its allocation, in 
the absence of an abuse of discretion was bind- 
ing on the beneficiaries. No abuse of discretion 
is shown in this case. The agreement between 
the life tenant and the apparent remainder- 
men had no effect on the trustee as the appar- 
ent remaindermen signing the agreement held 
only vested remainders subject to be divested 
upon their death prior to the death of the life 
tenant, and, therefore, all persons interested 
had not signed the agreement. (As a matter 
of fact, one of the remaindermen died prior 
to the commencement of the litigation.) 


LIFE TENANT & REMAINDERMAN — Pre- 
mium on Bonds Should be Amortized to 
Call Date and Not to Maturity Date. 


New York—Surrogate’s Court, New York County 
Matter of Peters, N.Y.L.J., April 23, 1947, page 1581. 


A testamentary trustee purchased at a 
premium bonds which contained privileges to 
call them for payment prior to maturity. The 
testator died before the effective date of New 
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York Personal Property Law Section 17-d, 
which, in the absence of a contrary direction 
in the will, abrogates the rule requiring 
amortization. The trustee amortized the pre- 
mium on the bonds to the maturity dates, with- 
out regard to the call privileges, with resulting 
losses to principal. 


HELD: Although there are no appellate de- 
isions dealing expressly with amortization on 
such bonds and the lower court decisions are 
few and in conflict, the sounder theory is that 
the. premiums should be amortized on the 
basis of the call privileges. The trustee was 
authorized however to recoup the resulting 
surcharge by deducting the amount thereof 
from income distributable to the life bene- 
ficiary during the course of a year. 


LIFE TENANT & REMAINDERMAN — Unre- 
stricted Use For Life 


Arkansas—Supreme Court 
Weeks v. Weeks, 199 S.W. (2d) 955. 


Testator gave the remainder of his estate 
to his wife “for her own personal use so long 
as she shall live, and at her death whatever 
remains” to his children. The children seek a 
determination that title is in them with a 
life estate in the wife. 


HELD: There is nothing to indicate that 
ssuch a construction was intended but rather 
it appears that testator intended his wife to 
have the power to sell as she desired. If he 
intended anything else he could have provided 
that the property go to the children upon her 
death but instead he limited the remainder to 
the “remains.” 


Livinc Trusts — Ademption of Legacy 
by Additional Gift to Trust 


Maryland—Court of Appeals 


Selby v. The Fidelity Trust Company, Daily Record, 
April 8, 1947. 


A father created a revocable deed of trust 
for the benefit of his son and two granddaugh- 
ters. Thereafter, he executed his will, con- 
taining a trust, very similar to that in the 
deed, covering his farm and a contingent trust 
of $20,000 in the event that the farm should be 
disposed of during his life. The father sold 
the farm and made an additional gift to the 
deed of trust of securities and cash aggregat- 
ing $20,482. The question involved was whether 
the additional gift to the deed of trust oper- 
ated as an ademption of the contingent $20,000 
legacy in the will. 


HELD: There was no ademption. By its 
terms the deed of trust could be altered and 
changed by the settlor during his lifetime. 
For this reason there was no completed gift 
prior to the death of the testator. The $20,000 
legacy could therefore not have been satisfied 
through the uncompleted gift. 
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LIVING Trusts — Term Too Broad to 
Constitute Valid Trust 


Iowa—Supreme Court 
In re Ponzelino v. Ponzelino, 26 N.W. (2d) 330. 


Prior to a divorce from plaintiff, defendant 
as his wife joined in a deed, for the purpose 
of releasing her dower, conveying said proper- 
ty to him as trustee. In the divorce decree, 
title to the real estate was decreed in defend- 
ant. Plaintiff now challenges the provision of 
the divorce decree awarding defendant the 
real estate, because he was not, as trustee, a 
party to the divorce action. Defendant con- 
tends the trust, evidenced by a writing, was 
invalid and that its effect was to place the 
title in plaintiff individually and not as 
trustee, under which circumstance the court 
in the divorce proceeding had full jurisdic- 
tion of the same. The trust instrument by its 
terms imposed no enforceable duties on the 
trustee, as he could sell the corpus and apply 
the proceeds to any person or purpose what- 
soever and if he died, holding title, the proper- 
ty was to descend to his beneficiaries accord- 
ing to the law of descent. The trustee also 
could convey the property to himself. 


HELD: For defendant. The trust instru- 
ment was so broad in its terms that it con- 
ferred full rights of personal ownership in the 
individual trustee. Therefore, the divorce court 
had jurisdiction of the real estate the same 
as it would of other real estate owned by one 
of the spouses. 


PERPETUITIES — Validity of Gift to Class 
Subject to be Opened 


Maryland—cCourt of Appeals 


Vickery v. Maryland Trust Company, Daily Record, 
April 12, 1947. 


The settlor conveyed certain property in 
trust, the income to be paid to her during her 
life and upon her death “in equal parts to my 
then surviving brothers and sisters and my 
nephews and nieces, all of my nephews and 
nieces at the time of any distribution of said 
income to take as a unit and to receive his or 
her respective share of said distribution per 
capita and not per stirpes, the issue of any 
deceased nephew or niece to take the part 
which his, her or their respective parent would 
have taken if then living.” The settlor later 
executed a will unler which she gave all of 
her residuary estate, except the trust estate, 
to the same persons named in the trust. 


HELD: The provisions relating to the issue 
of deceased nephews and nieces violate the 
rule against perpetuities even with respect to 
the issue of a nephew or niece in esse at the 
time the trust became operative, since the 
class was not closed but remained open to let 
in after-born descendants beyond the period 
prescribed by the rule. The residuary clause 
of the Will operated on that portion of the 





trust which was invalid since the exception in 
the will applied only to the estate actually 
disposed of by the trust, and not to that por- 
tion of it which was invalid and therefore not 
so disposed of. 


SUCCESSOR FIDUCIARY — Testator’s In- 
struction Disregarded 


Florida—Supreme Court 
Smith v. Smith, 29 So. (2d) 629. 


Testator, after naming three _ individual 
trustees of a testamentary trust, provided that, 
after the death of two of them, a trust com- 
pany in Massachusetts should act as sole 
trustee. A foreign corporation cannot qualify 
to act in Florida. The surviving trustee seeks 
a construction of his authority to continue. 

HELD: The surviving trustee should con- 
tinue to serve. Ordinarily, the court would fol- 
low the testator’s intention and appoint a 
Florida corporate ficudiary. However, here 
the individual trustee has managed the proper- 
ty for many years and is familiar with the 
problems connected with the special type of 
assets in the trust. 


TAXATION — Estate and Inheritance — 
Computation of New York Estate Tax 
on Non-Residents New York Realty 
Subject to Mortgage Not Payable by 
Decedent 


New York—Surrogate’s Court, New York County 


Matter of Billings, N.Y.L.J., April 18, 1947, page 
1512. 


A non-resident decedent left New York 
realty subject to a mortgage, the indebtedness 
for which had not been assumed by the de- 
cedent. The appraised value of the realty was 
exactly the amount of the mortgage. A ques- 
tion, apparently not heretofore decided in 
New York, was presented as to the valuation 
of such realty for New York estate tax. To 
determine the New York estate tax, the statute 
directs: Ascertain the net tax which would 
be payable if the decedent were a resident and 
all his property, except foreign realty and 
tangible personalty, were in New York; and 
multiply such tax by a fraction, the denomin- 
ator of which is the gross estate for such 
computation, and the numerator of which is 
the value of the New York realty. In accord- 
ance with the Tax Commission’s instructions, 
which had the force of regulations, the Ap- 
praisers’ report in effect denied a deduction 
for the amount of the mortgage and called 
for a New York tax of about $7,000. But if 
the New York realty had been taken at zero 
in determining the gross as well as the net 
estate, as would be done in the case of a 
resident decedent, the tax would be about 
$1400. 

HELD: Sections 249-r and 249-s of the 
Statute when read together do not support the 
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regulation and the regulation must therefore 
fall. The realty should be valued at zero both 
to determine the gross as well as the net estate, 
so that only the equity will be used in measur- 
ing the tax and so that a non-resident estate 
may, like a resident estate, have the benefit of 
a deduction for the indebtedness with which 
the realty is charged. An intention to impose 
a tax so much more onerous on a non-resident’s 
privilege to transfer may not be imputed to 
the legislature. Accordingly, no Constitutional 
question was presented. 


TAXATION — Estate and Inheritance — 
Presumed Decedent’s Estate Taxable 


Pennsylvania—Supreme Court 
Millar Estate, 356 Pa. 56. 


Decedent, on active military service, was 
declared dead and the Government paid to his 
execurtrix the pay accumulated since the last 
pay he had received. The lower court held that 
there was no inheritance tax due on the 
transfer of the accumulated pay, because the 
estates of presumed decedents are not specif- 
ically made subject to tax by the provisions of 
the Pennsylvania Transfer Inheritance Act 
and for the further reason that the accumu- 
lated pay was merely a gratuity. 

HELD: Reversed. It is plain that the prop- 
erty of a presumed decedent passes to and is 
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transferred to the distributees under the 
intestate law or the will in the same manner 
as in the case of actual death, reserving to the 
presumed decedent, however, the right to re- 
take his estate if he re-appears. Hence, the 
provisions of the Inheritance Tax Act include 
transfers passing at presumptive death, the 
tax, however, being refundable on re-appear- 
ance of the presumed decedent. The accumu- 
lated pay was not a gratuity, but pay due 
decedent until he was found to be dead. It is 
as much part of his estate as if he had actually 
received it and had it in his possession at the 
time of his death. 


WILLs — Construction — Children Con- 
strued to Mean Issue 


Pennsylvania—Supreme Court 
Ziegler Estate, 356 Pa. 93. 


Will provided: “All monies arising out of my 
estate *** shall be divided unto my six children 
or their lawful heirs as hereinafter directed. 
But if (granddaughter) should die without 
children in such case all the money she drew 
out of my estate shall fall back to my other 
children now living or their lawful heirs.” The 
granddaughter had two sons, one of whom died 
before her, leaving a daughter, and the other 
of whom survived her. At the death of the 
granddaughter, who, it was conceded, had a 
legal life estate, her surviving son claimed 
the remainder, but the lower court awarded 
only half to him, the other half going to the 
daughter of the deceased son. 

HELD: Affirmed. The will, written by a 
layman, is to be construed without reference 
to technical rules. A family or per stirpes 
distribution was intended because of the pro- 
visions for division equally among testator’s 
children or their lawful heirs. The remainder, 
although referring to the children of the 
granddaughter, really meant the issue of the 
granddaughter. Thus, the class was the issue, 
and upon the birth of issue the interest vested 
subject to being partially divested on birth of 
other members. Upon the death of a member 
leaving issue, his interest ceased, but the in- 
terest of his issue became vested. 


WILLs — Construction — Defeasible. Fee 
Granted to Husband 


Kentucky—Court of Appeals 
Fannin’s Adm’r v. Segraves, 198 S.W. (2d) 802. 


The testatrix gave to her husband “all the 
remainder of my property, both real and per- 
sonal, the storeroom ... and savings bank 
account ... to be held in trust for him giving 
him the income unless he gets married,” with 
an alternative provision in that event. The 
question presented is whether the husband 
took a life interest or ownership subject to 
being divested upon his remarriage. 


HELD: The husband received a defeasible 
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fee. If the testatrix had stopped after giving 
him the residue he clearly would have had 
absolute title. As the provision reads, the trust 
continues until his death if he does not re- 
marry, and upon his death its passes to his 
heirs. If he remarries, the trust terminates 
and the property goes to the alternative bene- 
ficiaries. 


WILLs — Construction — Determination 
of Amount of Bequest 


Missouri—Supreme Court 


Mercantile-Commerce Bank and Trust Co. v. Morse, 
No. 39,826, decided April 21, 1947. 


Trustee sought a construction of the follow- 
ing two provisions: 

(14) As and when my said granddaughter attains 
the age of thirty (30) years, I direct my Trustee to 
pay over, deliver and convey unto her one-eighth (1) 
of her portion of the trust estate then in its hands 
free of trust. (emphasis ours) 


**(15) As and when my said granddaughter attains 
the age of thirty-five (35) years, I direct my Trustee to 
pay over, deliver and convey unto her one-eighth (14) 
of her portion of the trust estate then in its hands 
free of trust. (emphasis ours)” 


The granddaughter, on reaching 35 demand- 
ed % of the trust as originally constituted. 
The trustee paid her % of the remaining 
corpus then in its hands. The amount in dispute 
was approximately $49,000.00. 


HELD: The trustee’s action was correct. 
Paragraphs 14 and 15 are too plain and clear 
for any construction or refinement. Ambiguity 
may not be read into these simple directions. 
The two paragraphs are not dependent on 
one another. The rule that language used in 
a subsequent clause to cut down or limit a 
gift defined by a previous provision must be 
as clear, plain and unequivocal as the language 
of the first grant, has no application. These 
provisions require that the amount to be paid 
under Paragraph 15 be determined only as 
of the time of payment. 


WILLS — Probate — Contractual Instru- 
ment As A Will 


Kansas—Supreme Court 
In re Koellen’s Estate, 176 P. (2d) 544. 


Two instruments, one executed in 1941, and 
the other in 1943, were offered for probate. The 
first was admitted and the proponents of the 
second appeal from its rejection. The instru- 
ment contains the words “agreement” and 
“last will and testament,” the decedent is 
named as the party of the first part and the 
proponents the parties of the second part. It 
states how the proponents aided and cared 
for him in his old age and in consideration of 
their promises to continue to do so until his 
death he revokes all past wills, appoints pro- 
ponents as executors, and transfers all proper- 
ty he may own.at his death to them after 
they have performed the conditions enumer- 
ated. Two persons signed as witnesses. 





HELD: Reversed. The character of an in- 
strument is not determined by a label but 
rather from its four corners. Though con- 
tractual in character it may still be a will. 
The vesting of title is postponed until death. 
Publication to the witnesses that it is a will 
is not required in this state. 


WILLS — Probate — Execution of Will by 
Mark 


Pennsylvania—Supreme Court 
Cohen Will, 356 Pa. 161. 


Decedent, who was past 80 and spoke no 
English, desired to change his will. His wishes 
with respect to the changes were made known 
to the scrivener through his son, who acted 
as interpreter. A new will was written in the 
presence of decedent, his son and the scriven- 
er’s wife. When finished, it was read and 
explained through his son. In the presence of 
the four persons, the scrivener wrote de- 
cedent’s name at the end and decedent, with- 
out aid, made his mark. The scrivener and 
his wife subscribed their names as witnesses, 
and at the probate of the will affirmed that 
they saw and heard decedent sign and de- 
clare the instrument as his will by his mark. 
The son was an executor and one of the 
principal beneficiaries. The Wills Act under 
which the will was probated provided that, if 
testator was unable to sign his name for 
any reason other than the extremity of his 
last illness, a will to which his name is sub- 
scribed in his presence by his direction and 
authority and to which he makes his mark 
is valid, if proved by two competent witnesses. 
The lower court ruled the execution valid. 

HELD: Affirmed. While agreeing with the 
appellants that the certificate signed by the 
subscribing witnesses at the probate of the 
will was deficient in that there was no proof 
that decedent’s name was written at his direc- 
tion and authority, the evidence submitted on 
the hearing on the appeal from probate sup- 
plied the deficiency. The testimony by two com- 
petent witnesses to the effect that decedent 
saw his name signed and then signified his 
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ratification of the act by making his mark is 
sufficient, since the direction and authority 
to sign may be implied and need not be ex- 
pressed. 


WILLs — Probate — Revocation — Tes- 
timony as to Transactions with Deceased 
Person 


Washington—Supreme Court 
Hendrickson v. Wind, 127 Wash. Dec. 395. 


Saima Wind and the decedent during their 
marriage engaged in three suits for divorce, 
none of which proceeded to final decree. De- 
cedent left his property to Alfred Hendrick- 
son to hold for decedent’s brother. Hendrikson 
petitioned to prove the will and have it ad- 
mitted to probate. Saima Wind, having been 
appointed administratrix, testified that de- 
cedent gave her the will with instructions to 
destroy it and that she burned it. A Washing- 
ton statute provides that a will may not be 
revoked except by a subsequent will in writ- 
ing, or by burning, canceling, tearing or 
obliterating the same, by the testator, or in 
his presence by his consent or discretion. An- 
other statute provides that in proceedings 
where the adverse party sues or defends as 
legel representative of a deceased person or as 
deriving right or title through a deceased 
person, he shall not testify in his own behalf 
as to any transaction had by him with, or any 
statement made to him or in his presence, by 
any such deceased person. 


HELD: There was no evidence that the will 
was destroyed in the presence of the testator 
as required by the statute. The evidence was 
sufficient to prove that the will was legally 
executed and that it was never revoked, but 
was fraudulently destroyed by Mrs. Wind to 
further her own financial interests. 


HELD, further (expressly overruling a 
prior decision) that the statute relative to 
testimony of transactions with a deceased per- 
son applies to proceedings to probate or con- 
test a will and that the testimony of Mrs. 
Wind was incompetent. 
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